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WAGE POLICY AND INFLATION 


THIS issue of the Scottish Journal of Political Economy is devoted to 
a discussion of wages in conditions of full employment and in the 
context of post-war Britain. Over the past five years, to go back no 
further, wage rates have risen at an annual rate that has varied be- 
tween 4-6 per cent. and 8-2 per cent. while unemployment has at no 
time been greater than 2 per cent. What view ought one to take of 
these two phenomena and of the connection between them? 

On the one hand, one can argue that full employment is simply 
shortage of labour seen from the other side, and that shortage custom- 
arily gives rise to an increase in price, so that continuous full employ- 
ment and continuously rising wages are natural concomitants. From 
this it is a short step to attributing the upward drift of prices that goes 
with this situation to full employment itself and to the conclusion 
that some relaxation of pressure on the labour supply is indispensable 
if inflation is to be halted. 

This line of argument, which is developed in Mr. Parkinson’s con- 
tribution, draws special strength from the circumstance that in Britain 
no less than 14 m. workers have been absorbed into employment since 
1948 without any increase in the size of the population between the 
ages of 15 and 65, the normal limits of working age. The pressure 
on labour supply has also found expression in an extension of over- 
time .so that, contrary to popular belief, hours actually worked, 
throughout the post-war years, have been longer than they were before 
the war. 

It is consistent with this line of thought that stress should be laid 
on demand factors in the inflationary process, since the shortage of 
labour has itself to be accounted for and clearly postulates a high 
level of demand. The implication is, indeed, that a compression of 
demand, whether by fiscal or monetary techniques, will operate to 
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reduce the shortage of labour, decelerate the rise in wages, and work 
through to prices and the cost of living. 


This implication, however, is in dispute even by those who might 
be willing to accept the earlier line of argument. There is certainly 
some level of employment at which wage-claims would rarely be ad- 
vanced and employers would have no motive to offer increases in pay. 
But is this within the limits that anyone seriously contemplates? Mr. 
Robertson gives grounds for thinking that wages would continue to 
rise in the face of some reduction in demand. Other economists have 
argued that there is an area of indeterminancy in the movement of 
wages at, or near, full employment and that it would be neither 
effective nor socially desirable to reduce the level of economic activity 
as a means of curbing wages. On the other hand, Mr. Parkinson 
believes that the statistical record does point to some repercussion of 
quite small changes in employment on the rate of increase of wages. 


Those who wish to stop inflation and are unwilling to see the 
economy operate at a rather lower level of employment are under 
obligation to explain how they would reconcile the two objectives of 
full employment and steady prices. Some may hope for greater 
restraint in the national agreements between employers and trade 
unions and argue for reinforcement of the authority of the central 
organisations on both sides. It is not very obvious, however, why 
there should be a sudden access of restraint, how authority could be 
enhanced, and whether the agreements so concluded would withstand 
the erosive influence of market forces. Alternatively, a surrender to 
those forces may be advocated: it may be urged that employers 
should be freer, subject to observance of a national minimum, to offer 
higher rates of pay if they want to hire more labour and should be 
subject to more pressure from trade unions to pay higher rates if they 
can afford to do so. This can hardly contribute to wage-stabilisation 
in the short run; but, by making for a more competitive labour 
market and a more rational wages structure, it may help to eliminate 
progressively some of the more cormimon and less justifiable causes of 
wage demands. Another view would favour a national wage-bargain, 
such as is struck in Holland or Sweden, with the state taking part in 
the negotiations ; experience with wages policies of this type, as Mr. 
Johnson points out, has not been altogether successful, nor has the 
outcome been markedly different from our own record. Others again 
may pin their hopes on efforts to make output expand sufficiently 
rapidly to take care of wage-claims; but whether a higher level of 
industrial investment would work all the wonders that it is now 
fashionable to expect from it may legitimately be doubted. 
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All of these alternative policies are arguable; some would be 
more successful for one purpose, some for another, and which one 
regards as the right policy must depend on the importance one attaches 
to these various purposes. There do appear, however, to be two major 
issues that emerge clearly from consideration of these policies. The 
first, pressed by Mr. Parkinson, is whether any policy, of which a 
restriction of effective demand does not form part, can hope to bring 
the rise in money wages and prices either to an end or within manage- 
able limits. The second, pressed by Mr. Flanders and Mr. Robertson 
from different points of view, is whether collective bargaining, as now 
pursued, is compatible with the twin objectives of full employment 
and stability of prices. 

The first issue needs no elaboration: it is the theme song of the 
report of the Cohen Council. The second issue is more complex. As 
developed by Mr. Robertson, the weakness of present arrangements lies 
in the effort to fix wages nationally. In his view, national negotiations 
should be confined to minimum rather than standard rates and standard 
rates should be worked out locally and in detail, as indeed they already 
are in practice if not in theory. The control of wages by the fixing 
of a few rates at national level is just as much of a sham as the fixing 
of prices would be if a few price quotations were decreed centrally. 
Employers find ways of raising their bid, not openly, but by offers of 
overtime employment, special bonuses, and concealed increases over 
national rates. This ‘drift’ in wages, a widening gap between rates 
and earnings, blurs the differentials that are nominally established by 
national agreements and renews the frictions that these agreements 
were designed to remove. It also reintroduces uncertainty into the 
real level of earnings on which a worker can count and disposes him 
to further wage claims. Without changes in the wages structure that 
national negotiations are powerless to effect, and indeed actively dis- 
courage, wages will continue to suffer from a built-in inflationary bias. 


It is probably true that present bargaining arrangements aggravate 
the shortage of labour in various ways and that greater flexibility at 
the factory level would introduce an element of drag into the wages 
spiral. But national negotiations are here to stay and would inevitably 
react on local negotiations. It is perhaps less important what the 
national negotiations are about as who takes part in them. This 
is the point that emerges most strongly from Mr. Flanders’ discussion 
of the shortcomings of present arrangements. At present, on neither 
side of the table is there any compelling interest in keeping wages 
down, since prices can be put up in compensation so long as demand 
is maintained by state action. Every year, while labour and capital 
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may go through the motions of a fierce dispute, wages and profits both 
rise progressively and no one seriously expects the distribution of out- 
put to be much altered by the final awards. It is the silent third party, 
the consumer, the man with the fixed income or little bargaining power, 
who is the victim of these negotiations from which he is debarred. 
Can one seriously envisage the continuance of > system that leaves the 
cost of living to be determined by a succession of private bargains? 

As this issue goes to press, this may appear a rather unreal and 
purely rhetorical question. The cost of living is as much at the mercy 
of the level of activity in the United States as of the pugnacity of trade 
unions or the recalcitrance of employers’ associations in the United 
Kingdom. But, taking a longer view, and recognising the administra- 
tive limitations of central intervention, is it likely that the state will 
be able to refrain from more active participation in wage bargains? 
As one whose income is, in the last resort, determined by a Treasury 
decision, although my occupation lies within what is still presumed 
to be the private sector, I see no insurmountable difficulty in state 
participation. But whether state participation would be found to 
operate as a brake on wage-induced inflation is quite another matter. 


A. K. CaAIRNCROSS 
University of Glasgow 
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SOME FAcTS 


THE rise in wages in the postwar period which has caused so much 
concern in the U.K. has been widely spread. Most countries in West- 
ern Europe, the United States and Canada, as well as other industrial 
countries, have been affected. The extent of the increase has varied, 
but over the period 1950-56, U.K. experience has been typical, rather 
than different from that of other countries. This is evident in Table I. 


TABLE I 


INCREASE IN HOURLY EARNINGS IN MANUFACTURING 
INDUSTRY AND UNEMPLOYMENT, 1950-56? 


Increase in hourly earnings Percentage unemployed 
or rates, 1950-56 1956 


France A 3 ; 190 Small 
Austria a ; ‘ 182 6 
Sweden ‘ F A 172 3 
Norway 4 ; a 159 1} 
WK, : 3 ’ 155 14 
Germany. : : 154 4 
Canada ¥ y F 147 3 
Netherlands > : j 145 1 
Ireland é : . 143 8 
Italy A 139 Large 
US. : 4 - 135 

Switzerland ; F F 118 Small 


4 The figures given in the table are based on the OEEC Genera! 
Statistical Bulletin, but since they are compiled from national statistical 
sources their content differs rather considerably. For further details on 
this point see Definitions and Methods, an OEEC explanatory publication. 

> Hourly earnings in four branches of industry. Hourly wage rates 
increased by the smaller amount of 35 per cent. over the period. No 
unemployment percentages are published for the Netherlands ; the figure 
given is intended to indicate the likely order of magnitude. 

Over the period considered, U.K. and German hourly earnings 
have increased at almost exactly the same rate, and this was still true 
between 1955 and 1956, when hourly earnings in both countries in- 
creased by roughly 9 per cent., while the increase recorded for Germany 
between 1956 and August 1957 of 11 per cent. compares with only 
6 per cent. for the U.K. In France and Austria, which have been 
particularly susceptible to inflationary tendencies, the rate of increase 
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(until 1957), Italy, the U.S. and Switzerland, hourly earnings have in- 
creased more slowly than in the U.K. 

For the U.K. it is instructive to examine some of the figures that 
illustrate the development of the economy in order to put discussions 
of wage increases in their setting. Table II gives some key economic 
indicators for the years 1948 to 1957. 

Throughout the period there has been a very high demand for 
labour and in most years, though not in all, there have been more 
vacancies notified to unemployment exchanges than there have been 
unemployed workers to fill them. There can be no doubt that if suit- 
ably qualified workers had been available up to half a million addi- 
tional workers could have been taken on. This was probably still true 
in 1955, although between 1948 and that year civil employment had 
risen by 14 million and hours of work by some 34 per cent. The rise 
in employment was not a consequence of an increase in the working 
population (defined as the numbers of people aged 16 to 64) which 
showed no change between 1948 and 1957, but of more people going 
out to work. No doubt this reflects various changes in social habits 
as well as economic matters, but it is a clear indication of the pressure 
exercised in the labour market by the generally high level of demand 
that has been sustained for almost twenty years. 

Apart from 1949 and 1950, wage rates have been increasing fairly 
rapidly each year. In these years hourly earnings increased appreciably 
more than wage rates, and the same was true in 1955; in other years, 
however, the ‘ earnings excess’ was small, and it appears that in 1951 
and 1952 hourly earnings increased less rapidly than wage rates. The 
more rapid rate of increase of hourly earnings in 1949 and 1950 is 
probably connected with the operation of the wage freeze ; wage rates 
were brought under firmer control than earnings and the latter served 
as an outlet for inflationary tendencies.’ In 1951 and 1952 there was 
unemployment and short-time working in a number of industries, 
which restrained the expansion of earnings slightly. On the whole, 
it appears from the size of the ‘ earnings excess’ that in recent years 
changes in negotiated wage rates have set the pace for changes in 
earnings; and the more rapid increase of earnings than wage rates 
that was such an important feature of the war and immediate post- 
war years has become much less striking. 

At times, wage rates and earnings have been increasing at 8 to 10 
per cent. per annum—sufficient to double them in seven or eight years. 


1 For discussions of the reasons for divergencies between movements of 
wage rates and earnings, see, for example, Gwenllian Evans, ‘Wage Rates 
and Earnings in the Cotton Industry from 1946 to 1951’. The Manchester 
School, Sept. 1953. and G. Penrice, Earnings and Wage Rates 1948-1955 5 
London and Cambridge Economic Service, Dec. 1955. 
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Import prices increased sharply in 1950 and 1951, but they fell or did 
not increase substantially in other years. Retail prices increased by 
9 per cent. in 1951 and 1952, but in other years the increase was more 
moderate, ranging from 2 per cent. in 1954 to 5 per cent. in 1956. 

Industrial production rose in most years, but fell in 1952 and 1956 ; 
the increase in gross domestic product was small in these years, but 
otherwise increases of 3-4 per cent. have been recorded. Of the total 
increase of some 28 per cent. between 1948 and 1956, however, about 
one-quarter is due to an increase in the numbers at work and the rest 
to an increase in productivity. The rate at which the latter has been 
rising has, of course, been much less than the rise in costs, a fact 
which accounts statistically for the rise in prices. 


EXPLANATIONS OF WAGE INCREASES 


The facts do not of themselves offer any explanation why wages 
rise, nor is this an easy matter. The factors underlying the widespread 
increase in wages are imperfectly understood for a number of reasons: 
in the first place, the workings of the economic world are exceedingly 
complicated and cannot be separated from other social and political 
forces when questions of income distribution are involved ; secondly, 
factors which are important at one period of time are not necessarily 
important at another. Simple explanations of wage increases tend, 
therefore, to be rather limited in their temporal application, while 
more general theories may lose by their generality what they gain in 
completeness. 


WAGES AND THE Cos7 OF LIVING 


A common explanation of wage increases is that they reflect move- 
ments in the cost of living, and it is possible to demonstrate how price 
movements once generated will affect wages ; and how these in return 
will react on prices. Explanatory models of this type may take a 
variety of forms; price movements may be heavily damped or self- 
perpetuating, while various extraneous factors may be introduced into 
the system to give it verisimilitude or to allow it to take more compli- 
cated forms.” It can be argued on various assumptions, for example, 
that wage increase in 1951 largely reflected increases in prices taking 
place some time earlier and that these originated first in the rise in 
import prices taking place in 1950 and the first half of 1951, partly 
as a consequence of devaluation, but more spectacularly as a result 


2 See, for example, my ‘The terms of trade and the national income, 
1950-52’, Oxford Economic Papers, June, 1955, and J. C. R. Dow, ‘Analysis of 
the generation of price inflation. A study of cost and price changes in the 
United Kingdom, 1946-1954’, Oxford Economic Papers, Oct. 1956, 
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of the Korean crisis. And there can be no doubt that models of this 
kind contribute a great deal to the understanding of particular episodes. 

Over a longer period of time, it is not satisfactory to explain wage 
movements in such simple terms. It is to be expected that wages will 
tise more rapidly than retail prices if productivity increases so that in 
addition to ‘ compensatory ’ wage increases for previous price increases 
certain other components representing the tendency for increasing 
productivity to lead to higher real wages have to be allowed for. The 
increase in retail prices in 1953 to 1956 was always less than the in- 
crease in wage rates. Over this period it seems reasonable to assume 
that increases in the remuneration of labour owed nearly as much to 
other factors as to making good the cost of living. 

In the light of postwar experience when so much attention has 
been centred on cost of living and price increases this may seem an 
unusual relationship, but the correlation between year-to-year changes 
of wage rates (or hourly earnings) and simultaneous changes in the cost 
of living was in general low for the U.K. and U.S. before 1939. It 
should not, therefore, be assumed that there is any inviolable relation 
between wages and the cost of living and alternative reasons for wage 
movements need to be developed. 


AUTONOMOUS WAGE INCREASES 


It is possible that on occasion wage demands and the increases 
obtained as a result of them will appear to assume a non-economic 
character. In 1956, for example, wages increased very considerably, 
although retail prices had increased by a much smaller amount in 1955 
and were rising little more quickly in 1956. Moreover, the increase 
took place at a time when demand was falling away and industrial 
production and the gross domestic product were either falling or 
increasing only slowly. It is true that some of the increase in wages 
recorded in 1956 was due to claims that had been launched or accepted 
in late 1955 and in early 1956 before it was apparent that demand 
was falling, and to this extent wage increases in 1956 may be taken 
to reflect more the conditions ruling in 1955 than to partake of the 
character of autonomous movements independent of economic circum- 
stances. But in the demands for higher wages in 1957 labour was 
certainly pushing wage demands without much regard to the fact that 
the boom of the relatively prosperous years 1953 to 1955 had long 
since faded. And in the event the wage claims put forward at this 
time were granted not so much in response to economic bargaining 
as to political pressures. The belligerency of the trade unions bent 


3 See A. J. Brown, The Great Inflation, 1939-1951, p. 96. 
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on securing wage increases come what may, proved to be more than 
the government could withstand and the shipbuilding and engineering 
employers had no choice but to give way. It is possible, therefore, 
to argue that wage increases in 1957 were a political rather than an 
economic phenomenon, and that the measures needed to deal with 
them were political in character rather than economic. 


WAGES AND DEMAND 


In many ways this explanation of the reason for wage increases 
in 1957 can be only partial, and in some ways it may be positively 
misleading. The strength of the union position in 1957 stemmed in 
reality from the fact that labour in 1956 and 1957 was still a very 
scarce commodity even though demand and production were hesitating. 

It is true that a number of people withdrew from the labour force 
in employment in 1957 and that there was a small increase in un- 
employment and some reduction in hours, but in many parts of the 
country there were still more jobs than workers to fill them. If we 
look at the whole of the period 1948 to 1957 and not at any episodic 
span of it, it is the high level of demand that comes to the fore as 
the basic underlying cause of wage increases rather than movements 
in the cost of living or the autonomous nature of wage claims. 

It is sometimes forgotten that in classical theory the general case 
of the variation of costs with output (or for that matter demand) is 
considered to be that in which at some point costs rise with increase 
in output as scarce factors of production have to be increasingly 
exploited. This is precisely what happens in the labour market. As 
demand increases the pressure to secure additional labour grows, and 
first one industry and then another is ready to pay higher wages in the 
hope of attracting additional workers or retaining those that they have 
got. To the individual employer the problem presents itself not only 
as a need to pay higher wages in order to secure workers from other 
industries, but also as a need to improve on the rates offered by his 
own firm in order to attract workers from his immediate competitors. 
There will be a tendency for earnings to creep ahead of wage rates as 
employers surreptitiously improve the attractions of the jobs they offer 
by increasing the amounts of Sunday work available, adjusting bonus 
systems, accelerating promotion or by a variety of other means. There 
are fairly clear indications of this process at work in 1955 when earnings » 
rose appreciably more than wage rates. So long as there is excess 
demand in the economy (and the existence of a large number of unfilled 
jobs is clear evidence of this) there will be a tendency to bid up wages. 
The surprising thing is not that this occurs but that it has not pro- 


WAGE STABILITY AND EMPLOYMENT 91 


ceeded with greater abandon. If in a typical case the ratio of labour 
to overhead costs is 2:1, every additional man who can be secured 
at the standard rate of wages will contribute as much to overheads as 
half his wages, so long as there is excess plant capacity and demand 
cannot be met. This is why it pays both the employer and the employee 
to work overtime provided that they can agree to split the gains from 
more intensive working between them. 


The more demand is excessive in relation to manpower, the greater 
will be the tendency to increase wages in order to attract workers. 
But if excess demand is reduced, the pressure to pay increased wages 
will recede, disappearing completely perhaps in some industries and 
becoming less marked in others. Thus when excess demand has dis- 
appeared in many industries, the incentive to pay increased wages will 
be much reduced and wage increases are likely to be less considerable. 
This is not to say that employers will not find themselves on occasion 
in the position of having to grant wage claims if trade unions pursue 
a sufficiently belligerent policy. The resistance that is put up will 
depend on a number of factors, including the need to discourage too 
large claims at uncomfortably short intervals and the extent to which 
it is thought that higher costs can be passed on in the form of higher 
prices, or that a cut in profit margins can be accepted. In the example 
we have taken, even a 10 per cent. increase in wages will reduce the 
contribution to profits and overheads, if prices cannot be adjusted, 
by no more than one-fifth. This is well within the normal range of 
variation in profits anticipated by any company and, although it would 
be disappointing, it would not spell bankruptcy. The chances are, 
however, that the full effect would not fall on profits. On the average, 
demand is inelastic and expenditure tends to vary in proportion to 
prices. This may mean that so far as price effects are concerned the 
demand for the average industry will suffer only a small reduction, 
even if prices are put up to cover the full increase in wages. But if 
sales prospects are not unduly favourable employers will be reluctant 
to run the risk of losing their market by putting up prices; and it 
would be a mistake to assume that they are always in a position to 
do so. Provided demand is not too high, some industries will find it 
difficult to make normal profits, and while they may be ready to 
submit to wage claims to begin with in spite of difficulties, the time 
is likely to come when profit margins cannot be squeezed any further 
and wage claims will not be granted. This may apply, for example, 
to the export industries, while industries selling predominantly at 
home still find a ready market. It was a familiar aspect of the inter- 
war period that industries serving the home market maintained some 
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semblance of prosperity, while the export industries suffered and 
wages there recoiled, and there has been evidence of similar influences 
at work in recent months. On the whole, therefore, it seems improb- 
able that wages and costs will spiral upwards at all rapidly unless 
demand is excessive. The upward spiral in 1956-57, dangerous as it 
was, is to be regarded as a rather unusual phenomenon and in the main 
as the fruit of earlier excesses. In this connection, Professor A. J. 
Brown’s conclusions that the clearest sign of an inflationary spiral 
is that wages cease to be correlated with the rate of unemployment 
and begin to be correlated with the cost of living is apposite. (He 
might have added that in the latter case they are also more likely 
to be affected by random shocks and extraneous forces.) It is hardly 
surprising in this view that Table II gives little certain indication of 
any correlation between increases in wage rates for the U.K. from 
year to year and changes in the percentage of unemployed. Diagrams 
I and II, however, which show for Canada and the U.S. the rate of 
increase in hourly earnings from year to year plotted against the 
percentage of unemployment, illustrate how this relationship appears 
to work in dynamic economies operating below full employment. It 
must be stressed, however, that the diagrams must be interpreted with 
caution and without jumping to conclusions, however obvious they 
may seem. It appears from the diagrams that, in Canada and the 
U.S., comparatively high unemployment has been associated with 
comparatively small increases in hourly earnings. As with all apparent 
correlations, this does not necessarily indicate cause and effect. The 
increase in hourly earnings as unemployment falls is likely to indicate 
in part that earning opportunities increase as output increases rather 
than just that the strength of labour’s position increases as jobs become 
more plentiful. Moreover, it is also true that when unemployment 
falls, the cost of living may be rising and, irrespective of the demand 
for labour, this may lead to wage increases. Wage increases, in 1951 
in particular, no doubt reflected the increase in the cost of living that 
was taking place even in the U.S. and Canada but, apart from this, 
the cost of living was sufficiently stable until 1957 for it to rank as a 
subsidiary matter in wage negotiations. 

It does not, of course, follow that if earnings respond to fluctua- 
tions in unemployment about some given level that annual increases 
about some lower level of unemployment once this level has become 
accustomed to will necessarily be any less than those taking place 
at a higher level. In this respect it is interesting to compare the post- 
war data for Canada and the U.S. with pre-war data studied by 


“Op. cit., p. 96. 
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Professor A. J. Brown.* He showed that before the first world war, 
unemployment in the U.K. had to fall to a very low level before wage 
rates increased very markedly. Unemployment might have to fall to 
5 per cent. or even 3 per cent. before wages increased by more than 
14 per cent. per annum and annual wages rates of 4 per cent. were 
very rare. The experience of the U.K. after 1918, however, was some- 
what different ; even with unemployment of 10 to 20 per cent. annual 
wage increases of 2-4 per cent. occurred in a number of years and 
high unemployment was not an insuperable bar to large annual wage 
increases in the U.S. over the same period. 

It is difficult to form any judgment from such diverse experience 
as to just what relations between annual increases in wage rates and 
the level of unemployment can usefully be postulated. Nor do inter- 
country comparisons throw a great deal of light on the matter. 
Unemployment figures are not, of course, comparable between coun- 
tries but even if the comparison of wage increases since 1950 and 
unemployment figures is made at their face value in Table I, it is 
difficult to establish any certain connection between the two. There 
is not, for example, a great deal of difference between the experience 
of the U.K., Norway and Germany although unemployment has cer- 
tainly been markedly higher in the latter country during much of the 
period. Equally, the wage increases between 1950 and 1956 in the 
Netherlands and Italy were much the same although there can be 
no doubt that unemployment was much greater in Italy than in 
Holland. And wage increases have been small in Switzerland although 
unemployment has been at a low level.® But the issue is also obscured 
by the fact that the most important cause of the upward movement 
during the period was the price wage spiral at the time of Korea 
rather than the varying incidence of unemployment; and of course 
a variety of other factors economic and non-economic have affected 
the situation of individual countries in various ways. 

It is, however, interesting that two of the countries in which 
unemployment has been very low, Sweden and the Netherlands, have 
both found it necessary to operate a system of wage controls governing 
collective bargaining and aimed at regulating some of the excesses 
associated with over-employment. Measures of control have extended 
to the regulation of overtime (Sweden) and to the supervision of labour 
movements to discourage poaching (Netherlands). There can be little 
doubt that without these measures the wage increases recorded would 


5 Op. cit., pp. 92-96. 
6 The practice of employing Italian workers in Switzerland in order to meet 
seasonal labour demands may, however, partially invalidate the comparison. 
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have been greater than those that actually occurred, particularly in the: 
Netherlands,” where the finance of a high rate of investment has been 


partly dependent on keeping labour’s share of the national income 
within bounds. 


For what U.S. and Canadian experience in the post-war period is 
worth, however, it seems possible that if unemployment there rose 
to about 10 per cent. few if any wage increases would materialise ; 
while if unemployment were to fall to 2 per cent. (and it has generally 
been well below this figure in the U.K. though the situation of this 
country is so different as to make direct comparison of doubtful 
validity) earnings might increase by as much as 10 per cent. per annum. 
It appears that the rate of increase in earnings tends to increase rather 
sharply as unemployment falls to low levels. We might surmise, there- 
fore, that in U.K. conditions unemployment of, say, 3 per cent. might 
effectively reduce the annual wage increases to manageable propor- 
tions. Earnings in 1953 and 1954 increased by only some 5-6 per 
cent. although unemployment in the latter year was no more than 
14 per cent., while in 1957 earnings rose by no more than 5 per cent. 
although unemployment again did not exceed 14 per cent. But what 
would happen in the hypothetical circumstances of increasing un- 
employment to any stated figures must remain as much a question of 
guesswork as of judgment so long as wages continue to be influenced 
by so many widely diverse factors. 


UNEMPLOYMENT AND OUTPUT 


There can be little doubt that a policy of curbing wage increases 
by reducing excess demand will be more satisfactory in stabilising 
prices and wages than any other solution stopping short of wage 
control. Exhortation is hardly likely in present circumstances to be a 
satisfactory method of dealing with the situation, and as the Cohen 
Committee has recognised no solution is to be found in prescribing 
maximum permissible rates of wage increases from time to time or 
by merely stating what increase would be compatible with stability. 
Any prescribed maximum rates would inevitably become minimum 
rates in conditions of inflation so that labour mobility between indus- 
tries would continue to depend on employers in need of more labour 
finding some means of augmenting payments in order to attract 
workers into their employment. 


7 be wrong, of course, to judge the effectiveness of the policies 
of bbe. eaitece Beil by this criterion. It is sometimes as important e 
regulate when an increase in wages takes place as to determine its amet 
In 1951 the Netherlands, for example, succeeded in bringing about a 5 per 
cent, cut in real wages when it was most needed. 
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Any suggestion, however, that wages are best regulated by the 
economic means of running the economy at less than over-employment 
seems inevitably to be bound up in people’s minds with the proposition 
that this will necessarily mean a loss of output and a smaller rate 
of increase in future years. It is strange that this should be so when 
rising prices are inseparable from over-employment and it is known 
that rising prices often imply a misuse of resources. 

There can be little doubt that some part of the output produced 
in the post-war years would have been produced at a loss if it had 
not been for rising prices. The fall in the value of money has meant 
that it has been possible to float off a number of enterprises that other- 
wise would have found themselves on the rocks. The economy has 
not adjusted itself to the prospect that prices will continue to rise ; 
wages are not yet fixed in anticipation of an increase in retail prices 
over the coming months; and until recently interest rates or bond 
yields have made little if any allowance for the continued fall in the 
value of money. In a company with a high percentage of loan to 
ordinary capital some of the profits recorded for holders of ordinary 
shares is gained at the expense of the holders of fixed interest secur- 
ities ; the marginal workers dragged into the industrial net by the 
maintenance of an excessive level of demand have been employed at 
the expense of fixed income receivers ; in many cases on a real rather 
than a money accounting basis the net contribution of the output of 
marginal workers to the community must have been negative. And 
to this extent a slower growth of output might actually have been 
advantageous in increasing material welfare even if the index of indus- 
trial production had increased rather more slowly. 

As Kaldor has pointed out in a different context,® it makes a great 
deal of difference to the economy not only whether it is operating 
under conditions of rising prices but also whether prices do or do not 
fall as quickly as productivity rises. If prices fall fixed interest 
receivers are better off in real terms ; but if wages and profits increase 
with a rise in productivity it is easier for entrepreneurs to make a 
profit at any given level of demand or to pay higher wages. 

It is curious that the relative merits of rising or falling prices have 
been so little discussed in recent years; in the thirties it was a live 
issue ; and it is difficult to see why economists should so readily 
accept the objectives of wage policy as either keeping costs per unit 
of output in line with other countries or keeping prices constant, 
except on grounds of expediency. It is arguable that in present circum- 


8 Nicholas Kaldor, An Expenditure Tax, p. 145. 
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stances wages never fall and that there is therefore a tendency for costs 
to be forced upwards. It is also arguable that if any single industry 
where productivity is increasing rapidly wages are related to produc- 
tivity, prices will rise rapidly in those parts of the economy where 
productivity is increasing more slowly or not at all, because the rise 
in wages in the advancing industry will set the pace of wage increases 
elsewhere. Yet such arguments are surely based on a misconception 
of the nature of the connection between money, wages and productivity. 
The major increases in productivity come not so much from any 
further effort on the part of the workers but from technical innovation 
in its many forms; it is difficult to see why wages should be at all 
Closely related to a discovery that substitutes nylon for cotton or a 
heat pump for a domestic boiler. Nor can it be too readily accepted, 
as it appears to be nowadays, that the natural course of prices is 
inevitably upwards. There have been reductions as well as increases 
in the price indices of various groups of commodities included in the 
retail price index over both short and long periods as well as in the price 
of individual goods. It is at least desirable, therefore, that price reduc- 
tions should not be regarded as so out of this world as to offer little 
hope of improving the formation of the national income by eliminating 
some non-economic production. 

The major reason for believing that a reduction in demand might 
do relatively little damage to output lies, however, not so much in the 
elimination of socially misdirected effort (or for that matter the bottle- 
necks which are often associated with inflationary situations) as in the 
possibility that crises could be avoided. There can be little doubt that 
a reduction in the pressure of demand serves to keep the rise in wage 
rates and hourly earnings in check, just as there is no doubt that if 
wage increases cannot be restrained instability will effect its own check 
on the growth of output. The issue is whether, having regard to all 
these factors, it would be better to attempt to run the economy at a 
rather less full level of employment in the hope that a more sustained 
rate of increase in productivity can be maintained, without, however, 
producing the maximum that could be turned out at any one time, 
or whether it would be better to produce at maximum rates inter- 
mittently. The balance may well be on the side of the first. The 
temporary relief of inflationary pressure in 1952 paved the way for 
subsequent expansion and the same might have been true of 1957 
if it had not been for the balance of payments crisis; there is no 
necessary correlation between the rate of increase in industrial output 
over a long period and unemployment percentages varying between, 
say, 1 and 5 per cent. It is possible that minimum unemployment 
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does not give rise to the maximum rate of growth or the maximum 
production of goods and services over a long period. 

Finally, it would be as well not to exaggerate the implications 
of countenancing even 3 per cent. of unemployment. In Scotland and 
Wales, unemployment has come near to this figure even in recent 
years without provoking the social disturbances or the government 
action that might be associated with anything less that over-full 
employment, and a more constant expansion of output associated with 
greater stability in prices might well be preferred even if occasionally 
it were necessary for some marginal workers to seek new and paying 
jobs. 

J. R. PARKINSON 
University of Glasgow 


THE INADEQUACY OF RECENT WAGE POLICIES 
IN BRITAIN 


I 


PRELIMINARY ASSUMPTIONS 


I SHALL assume without discussion that wages have been rising more 
rapidly than prices or productivity in Britain in recent years, that they 
have in consequence been creating a situation of wage-induced 
inflation, and that this has been especially true of 1956 and 1957. 
This assumption must not be taken to imply, however, that wage 
increases were the sole inflationary factor at work. 

I shall also take for granted that the gap between wage rates and 
earnings is now considerably wider than before the war. My further 
assumptions are largely controlled by reflection on the differing forces 
at work on wage rates and earnings, and on the relation between them. 

I shall assume, for example, that wage rates are determined by 
national negotiations, or by arbitration or conciliation conducted at 
the national level. The result of this process is a formal document 
setting out general conditions as to wages and hours for all workers 
covered by the document. The scope and applicability of such a docu- 
ment will depend on three sets of factors: — (a) whether it refers to 
one firm or employer or to an industry ; (b) whether it refers to mini- 
mum or standard rates of wages; and (c) whether the document itself 
is complex or simple. 

(a) While some very large and some very small firms negotiate and 
settle their wage rates independently of all other firms, in the majority 
of cases wage rates are agreed for groups of firms constituting an 
industry. Such industries may be easily definable, or amorphous ; but 
industry-wide national agreements, whether relating to standard or 
minimum rates, cannot usually cover all the circumstances of the labour 
forces of all the firms in the industry, and so must inevitably require 
supplementation in greater or lesser degree. 

(b) Wage rate agreements nationally negotiated for whole indus- 
tries may detail either standard rates or minimum rates. Naturally, 
minimum wage rates require more supplementation than standard 
rates; but, because the negotiated rates have to be such as can be 
applied by all in an industry, and not just by the better off firms, 
standard rates too require to be supplemented. Moreover, the paradox 
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of standard rates which require supplementation produces one of 
the special features of the rates/earnings gap. A firm which finds its 
need for labour and for output to be such as to require additional 
payments does not simply abandon inadequate standard rates and 
devise new payments. It rather preserves the fiction of standard rates 
and fills in the differences between such rates and what it proposes to 
pay with various subterfuges in lieu of a straightforward rate adjust- 
ment. 

(c) The need to fill out national agreements with provision for addi- 
tional categories and types of workers will vary with the industry 
and the agreement in question. It is unlikely, especially in the case 
of semi-skilled workers, that national agreements can possibly repro- 
duce all the detail necessary to a factory wage structure. 


Earnings on the other hand, are composed of wage rates, supple- 
mentary rates, payment by results and overtime. Of these only the 
wage rates are nationally fixed. While very broad prescriptions about 
the general character of the other payments may be laid down nation- 
ally, their size and detail are determined locally. The rdle of the 
supplementary rates is clear. By providing a basis in occupational 
complexity, in differential arrangements, and in amounts of payments, 
they convert the generalities of the national agreements into each firm’s 
own wage structure. First thoughts might suggest that this is not true 
of payment by results and overtime payments, since each of these 
appears to be designed solely as payment for differences in individual 
performance and hours of work. Yet, since payment by results bonuses 
are now frequently much more than marginal additions for above 
average performance, and are offered as a recruitment inducement, 
large parts of such bonuses must be regarded as alternatives or as 
additions to rate payments. The same is true of overtime payments, 
where overtime is offered, not intermittently as an unfortunate and 
occasional necessity, but as a regular feature of workers’ conditions 
and as an inducement to recruitment. 


Next, I assume that wage rates are settled in an institutional atmo- 
sphere which may be influenced by economic circumstance but is not 
determined by it. National agreements are reached by a process of 
bargaining at the most general possible level by national trade union 
leaders and officials of national employers’ associations or else by 
argument before some form of arbitration. The course of bargaining 
or argument and the power relationships of the participants will partly 
reflect the economic circumstances of the economy and the labour 
market; but neither the economic basis of the arguments nor the 
economic basis of power relationships need be held to determine 
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automatically the amount of wage rate change arrived at in negotiation. 
This is also the product of institutional attitudes on both sides, of 
skill in bargaining, of external pressures, of bluff and of other forces. 
The rates finally settled on, while frequently called standard, gener- 
ally require some adjustment at the individual employer’s level and 
so individual circumstance cannot be brought rigidly to bear on the 
negotiated settlement. Moreover, the burden of the increase is shared 
among all employers: trade may be lost to other products as a result 
of rising costs, but all in the same industry have to face similar cost 
increases from a successful wage claim. The more general the round 
of wage rate increases is, the less any one employer needs to fear, 
since a general round will bring with it, as well as increases in costs, 
increases in wage-earners’ income and demand. This may in turn 
cause many troubles for the economy and may prove to be the genesis 
of an inflation. If these troubles are weathered at all, then the wage 
rate increase is likely to be met without immediate surface strains on 
the employers’ resources. 


I assume that earnings are much more subject to economic pres- 
sures than wage rates. Earnings reflect the ability to pay of the indi- 
vidual employer, and his need for labour. If the demand for an 
employer’s products is not expanding, or if it is actually contracting, 
he will not be likely to want to increase his labour force or to offer 
increased payment. He will only be able to do so without his own 
future actively deteriorating, if all other employers, or at least all in 
his industry, are similarly experiencing rising wage costs. Many factors 
will cause variations in the position of individual employers, but the 
principle that an employer has difficulty in unilaterally increasing the 
price of his labour under conditions of falling or stable demand for 
his product is generally valid, and means that control over demand 
in the economy or an uncontrolled diminution of demand may result 
in control over earnings levels. 


Finally, I assume that there are two specially important inter- 
actions between national wage rates in general and earnings in general. 


(a) An increase in standard wage rates will tend to cause a similar 
lift in earnings levels. Since standard wage rates are regarded as the 
proper rate payable to a certain occupation in an industry, then employ- 
ers in the industry who belong to the employers’ association and 
conform to its rules will also conform to increases in the standard 
rate, and probably also to increases in minimum rates, though this is 
more a matter of convention. Of course, rising wage rates might result 
simply in a reduction in other sources of income, even apart from the 
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possibility that individuals might display a growing preference for 
leisure as income rises. It might be argued that other earnings pay- 
ments, being designed to compensate for the inadequacies of the 
standard rate, would be adjusted downwards with upward adjust- 
ments to the standard rate. The components of earnings other than 
standard rates are used to fill out wage structures in actual fact, but 
they still retain their other characteristics as special payments ; 
whether special rates, or bonus payments, or overtime. Unless a really 
fundamental change in an industry’s whole structure of payments is 
contemplated and specially negotiated, an increase in standard rates, 
even if it reduces the need for supplementation, is unlikely to affect 
the basis of extra payments, nor will it affect their amount if there 
is no decline in demand for labour. Besides, a change in standard 
rates applied over an industry will mean an alteration for all employ- 
ers; unless earnings differentials are maintained, which means earnings 
levels going up, an employer will lose the relative strength of his 
demand for labour. It might also be said that employers will be unable 
to pay an increase in earnings since the existing earnings level reflects 
their capacity to pay wages in relation to their final product demand. 
But, while this point may be relevant to a small industry receiving an 
isolated wage increase, a general wage increase in a fully employed 
economy, creates increased demand and permits price to rise. 

(b) Faults in the earnings structure or unsatisfactory comparisons 
between the earnings structure and the wage rate structure can be 
a fruitful source of wage rate claims. If, for example, a wage rate 
claim is being made on behalf of a group of workers in an industry, 
then one typical argument would be that of relative position—let us 
say of group A in industry A to group B in industry B. At its simplest 
the argument would have four variations, comparisons of wage rates 
for A and B, of earnings for A and B, of A’s wage rate and B’s earn- 
ings, and of A’s earnings and B’s wage rate. Naturally, these com- 
parisons can give different answers depending upon the existence of 
the rates/earnings gap and wide differences in the ranking of groups 
according to rates and according to earnings. 


II 


EXISTING POLICIES 


The space available only allows brief discussion of fiscal and 
monetary policies and their effects on wages, and of the centralised 
wage policy, or wage authority, type of suggestion. Other current 
proposals include those of the naive variety which simply assume 
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that trade unions and their leaders can be put off by friendly conversa- 
tions without policy content. Alternatively, they seem to put forward 
the thesis that if trade unions are allowed to strike and use up their 
strike funds, they will thereafter be more ‘reasonable’ even though 
full employment and unsolved wage problems continue. This thesis 
ignores the cost to our long term industrial relations of the bitterness 
and the breakdown in industrial co-operation which prolonged and 
repeated strike action entails. I should also emphasise that my dis- 
cussion proceeds on the assumption that massive unemployment is 
not contemplated as a policy objective. I therefore leave out of my 
reckoning the ‘industrial discipline through unemployment’ type of 
solution. No doubt there is a sufficient degree of unemployment which 
would reinstate the labour relations of the 1930s. I do not regard 
these relations as good or desirable, nor do I think that the same 
docility under adversity would characterise a recurrence of this situa- 
tion in Britain. Moreover, self-interest, political expediency, and 
promises all force governments in Britain towards accepting the general 
obligation to try to maintain full employment, though, of course, 
within this obligation, there are different views about the level of 
activity which is implied. 


1. Fiscal and monetary policies 

The need to reduce pressure on the economy’s resources may 
originate internally or externally. Wage claims may be influential in 
creating both situations. Indeed, external difficulties may be induced 
by a general feeling abroad that wage claims are going to create 
internal inflation as well as by the actuality of such inflation. Restrict- 
ive fiscal and monetary policies are needed to correct internal diffi- 
culties and to reduce general internal pressure. If restriction merely 
creates a vacuum in demand which wage rate increases promptly fill, 
then the level of demand and prices will rise again, some redistribution 
of income will tend to occur, and inflationary struggle may ensue. 
Moreover, confidence abroad will have suffered and the initial restric- 
tion may have lost output increases which could have alleviated the 
wage increases. It would be encouraging, to put it mildly, to feel that 
such restrictive policies help to end the wage claims which originated 
the situation. 

If the assumptions of the preceding section are accepted, then 
earnings, unless affected by successful wage claims and wage rate 
alterations, will be responsive to sustained restrictive pressure on 
demand and can be duly halted or squeezed. If, however, wage rate 
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claims are successful, then earnings are increased directly and may 
also be increased indirectly through increased demand pressure. 

The influence of fiscal and monetary policies on wage rate changes 
will be exerted at national negotiations. Three aspects of such influence 
must be considered: (a) their effects on the type of arguments, which, 
whether justifiable or not, are presented at such bargains, (b) their 
effects on union attitudes, and (c) their effects on employers’ attitudes. 
On the whole the same set of influences, with perhaps greater emphasis 
on the arguments will affect the decisions of arbitrators. The ‘ national 
interest’, which in these circumstances is likely to mean cutting down 
on wage increases, will, of course, also influence arbitrators, but they 
are charged with the settlement of a particular wage claim, and its 
circumstances must weigh most heavily with them. 


(a) The most familiar argument for wage rate increase is the cost 
of living. Presumably policies designed to restrict demand will have 
some effect in stabilising prices; but they cannot stabilise import 
prices. Moreover, fiscal policy depends either on reduced Government 
expenditure or increased taxes. Unless there is invariably a conven- 
ient scapegoat such as defence expenditure, reduced Government 
spending is likely to have some impact on living costs. Increased 
taxes designed to reduce consumption usually have to be placed on 
articles in mass consumption and so increase a wide range of prices. 


The strength of the argument for wage change that ‘profits can 
stand it’, is, of course, much reduced when demand is squeezed. But 
profits are not squeezed evenly over the whole economy, so while 
one section of industry may deny high profits, another may have to 
concede them, and claims granted in any one section lead on to claims 
in other sections based on relative increase arguments. Rather similar 
remarks apply to arguments based on the relative strength of demand 
and supply for labour in any one industry. So long as unemployment 
is not general, then redundancy in one industry, while it will weaken 
wage claims in that industry initially, will not be fully effective over 
the whole wage claim period, since other increases will make way 
for the relative wage argument. The argument that wages should be 
increased because production or productivity has gone up will of 
course be invalidated if the economy is so squeezed that general 
increases do not occur; but even if this happens generally, some 
sectors will show increases and the relative wage argument can start 
again. Finally there is still a whole field of argument based on relative 
wages. Wage claims here may be based on all the various permutations 
of rates and earnings mentioned earlier, and also simply on the state- 
ment that somebody has had an increase, so why not everybody. 
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(b) Much can be said about the ‘sense of responsibility ’ of the 
union leaders which will see to it that wage increases embarrassing to 
the economy are not pressed. It may even be true that union leaders 
can be persuaded from time to time that it is their duty to put off 
wage claims. I would, however, hold three things as axiomatic, first, 
that the trade union leader will try to do his job; second, that his 
members will endeavour to see that he does so; and third, that the 
prestige of his union is a matter of importance to him. The present 
system of wage negotiation in Britain gives to the union leader as 
his supreme task the settlement of the national wage negotiations 
affecting his members. It is his job to achieve satisfaction at such 
negotiations, and he must ask for an increase as long as existing pay- 
ments can be adversely represented either against the cost of living or 
against other wage levels. In other words in existing circumstances 
a trade union leader may be able to postpone, but cannot forego, a 
wage claim, so long as any of the above arguments can be brought 
strongly to bear. If he does not do this, then his members will exert 
influence on him to see that he does, or may even take independent 
action. Failure in national negotiations, or internal dissension within 
a union, will damage its prestige, at least in the eyes of the union 
movement. 


(c) Do such policies exert their influence through the employers? 
Successful restriction of demand will undoubtedly affect individual 
employers and will control their ability to raise earnings, but in the 
determination of wage rates the individual employers have their views 
expressed collectively. Moreover, difficulties in meeting higher wage 
rates become most apparent after the rate increase has been granted. 
The individual employer may be said to have influenced a decision 
on wage rate change through the expression of his views to his associa- 
tion or his representatives in negotiation, but the decision when it 
comes is an obligation handed down to him from a source outside his 
direct control. While the influence of restrictive policies on employers’ 
attitudes and actions with regard to earnings is therefore undisputed, 
their influence on wage rate increases must be considered at two levels: 
(i) their effect on the employers’ attitude and actions at wage negotia- 
tions, and (ii) their effect on the actual abilities of individual employers 
to pay the increase. 

(i) Restrictive policies can be influential in stiffening employers’ 
attitudes to wage claims. Individual employers will feel increased pres- 
sure on their resources and will be influenced by a strong general atmo- 
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sphere of restraint, and this feeling will be responsible for stronger 
collective determination on the employers’ side to resist wage claims. 
But, this determination may not be wholly successful. It may lead on 
to strike action on a large scale which, even if the employers are suc- 
cessful the first time, will produce bitterness in industrial relations and 
can hardly be contemplated as a constantly repeated exercise. Whatever 
may happen during the first year’s resistance, the more likely long term 
result of increased employer resistance will be compromise, either 
by arbitration or direct settlement. But, given that restrictive policies 
restrict output, a compromise settlement may be strongly inflationary. 

(ii) Would individual employers be unable to meet a general wage 
rate increase or be forced to contract earnings by the amount of the 
increase? The structure of earnings payments makes it difficult to 
deduct from them the amount of a wage rate increase. Besides, as 
fiscal and monetary policy have operated in recent years in this 
country, an increased wage rate has been paid and increased costs 
have been associated with increased wage-earners’ demand. It is 
however possible that monetary policy could become much tighter 
in its effects on the individual employer. If the money stock is kept 
low and the liquidity of the monetary system is reduced, then increas- 
ing demands for money coming up against a rigid money supply must, 
unless velocity can increase mightily, eventually result in someone 
going short. Industry’s working capital will be affected and there 
would come a point at which the wage bill would quite generally not 
be met. This seems to me to be much further than we have got with 
monetary policy up till now; but, it is a possible result of the con- 
tinued use of a restrictive monetary policy. If such a situation were 
to arise, the immediate effect would presumably be unemployment of 
the labour and collapse of the firm concerned. It might then be argued 
that monetary policy of this degree of severity could act as a massive 
deterrent to wage rate increase, since the consequences would deter 
unions from making, or employers from giving, increases which would 
bring on this effect. I doubt this. The wage rate increase comes into 
being before the deterrent and the unions would now direct their oppo- 
sition to the government who created the monetary policy and en- 
dangered full employment. The individual employers likely to be put 
in this position would try to have the wage rate increase stopped, 
but not all employers would be in financial trouble, wage increases 
would go through and become a fact and an obligation before the 
consequences became apparent. If any substantial number of firms 
were in danger of collapse, then employers too would fall back on 
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the political authority and ask for a change. Such a situation would 
in other words lead to a political crisis which a government could only 
sustain with great difficulty. 


2. Centralised wage policy, or wage authority suggestions 

While there are many differences in detail ‘ wage policy’ sug- 
gestions generally reduce to three types. These are: (a) purely advisory 
bodies, such as the Cohen Council, (b) ‘wage freeze’ policies, and 
(c) wage controlling authorities legislating on relative wages as well 
as the wage level. I propose to ignore the advisory type here, since 
it is either purely advisory and so comes into line with all other sources 
of economic advice, or else it approximates to (c). In our type of 
society types (b) and (c) both require the agreement of the trade 
unions. How is this to be obtained? The trade unions are likely to 
point out that there are various reasons put forward for wage increase, 
and that some guarantee about control of these is necessary to their 
agreement to control of wages. They may reasonably, therefore, ask 
for control of prices or at least price stability, and expect that other- 
wise they will be given increases fully commensurate to price rise ; 
they may want profits to be controlled in some way; and they are 
likely to want some guarantee of a due share in production increases. 
Each of these present real difficulties to prior agreement. All price 
rises cannot be stopped without severe distortions, and some price 
rises, such as import prices, are the signal for wage falls rather than 
increases. Profits cannot be easily controlled without hindrance to 
innovation. There are many claimants for production increases. Be- 
sides I have left out the most difficult type of wage claim, and the 
most important if wages are to exert a positive influence on labour 
mobility, the claims based on relative wage levels. The ‘ wage freeze’ 
policy cannot take account of this type of claim and so is inevitably 
a temporary expedient. The wage authority can in theory give judg- 
ment on such claims, but can it do this adequately in practice? First, 
the whole idea understates the complexity of the present structure, 
and especially the rates/earnings complication. Secondly, it is unwise 
to assume that the authority will know best. Where there is complexity 
and doubt those who know best what to do are those involved. It is 
dangerous to take decision away from the level at which it is operative. 
Thirdly, no such authority can control earnings which will vary with 
local and general demand pressures, and will be constantly causing 
stresses in an imposed structure. I conclude, therefore, that no such 
imposed policy can meet all the unions’ arguments for wage claims 
and so is a temporary expedient. 
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PoLicy SUGGESTIONS 


My major general criticism of all the foregoing policies as answers 
to wage-induced inflation would be that they are temporary. They 
may be helpful for a year or so; but, if we are to continue to have 
full employment as a permanent policy objective then we ought to be 
looking for some permanent remedy to the problems of wage-induced 
inflation. In addition, these policies tend to work through output 
restriction, whereas expanding output is surely a necessary long-term 
corollary of continuing full employment; they do not provide an 
adequate answer to the various arguments for wage increase, especially 
the cost of living argument ; they do not deal adequately with relative 
wages or the rates/earnings gap; and, they do not provide any réle 
for the trade unions and their members, which might secure their 
co-operation. I cannot myself see any immediate prospects for a policy 
that will meet these conditions and so am forced to the reluctant and 
not very hopeful conclusion that, for the present, we must be content 
with a holding operation on wages using present policies. Since I 
doubt the adequacy of such policies, I regard the search for longer 
term solutions as urgent. I suggest that the following two proposals 
represent the ingredients of a more hopeful solution to our wage 
difficulties.* 

First, in my view, national negotiations on wages ought to be 
confined to the settlement of minimum wage rates, though possibly 
conditions of work such as holidays could be left to national decision. 
The wider and more general discussions on minimum wages become, 
the more satisfactory they will be. They certainly ought to be divorced 
from the affairs of individual employers, and even individual industries 
and occupations, except in the widest possible groupings. There is 
something to be said for their being conducted on a national scale. 
Changes in such minimum wages should not be regarded as auto- 
matically affecting the payment of workers above the minimum. In 
such negotiations about minima, social arguments are relevant and 
thoroughly important. The movement of the cost of living should 
be a specially important indicator for minimum wage change. 

1] have discussed wages on the basis of the same kind of attitude as that 
presented here, though with somewhat different emphases and in somewhat 
different connections in ‘The Present Complexity of Wage Payments’ (Scot- 
tish Journal, February 1955) and in ‘Trade Unions and Wage Policy’ (Political 
Quarterly, January-March 1956). Mr. B. C. Roberts in ‘ Towards a National 


Wage Structure’ (Lloyds Bank Review, April 1957) seems to me to develop 


somewhat similar ideas, though he is more concerned with wage structure than 
wage policy. 


THE INADEQUACY OF RECENT WAGE POLICIES IN BRITAIN 109 


Secondly, negotiations about the standard wage rates of workers 
in particular industries, occupations and firms should be shifted to 
the local level and should become much more detailed. The definition 
of ‘local’ which I have in mind is vague since it is affected by particu- 
lar circumstances. The major criterion is from the employers’ side. 
If negotiation is conducted by a group of employers, they ought to 
be very similarly affected by market conditions, which implies close 
identity of product, and size and type of production process. I would 
expect that this would frequently mean negotiation by single plants 
or single employers. I would certainly interpret ‘local detailed nego- 
tiations’ as meaning separate settlement of the rates of distinct occu- 
pational groups within a firm. 


The most important destroyer of wage stability in our present 
situation seems to me to be the independence of national negotiations 
from direct economic pressure. This means a constant danger of wage- 
induced inflation and results in restrictive policies, which in an attempt 
to stem the consequences of inflation lose us potential output increases. 
The positive and fruitful function of national negotiations is to deter- 
mine minimum wage levels and so to secure protection at the lowest 
level against exploitation and against adverse economic forces: their 
pernicious effect is to increase and interfere with the payments of 
individual workers without actually determining them, and to do so 
by reference to social argument and through institutional bargaining 
which is not sufficiently controlled by economic circumstances or by 
economic policies. It seems to me to be a positive virtue of national 
negotiation, when it is applied to the settlement of general minimum 
wage rates, that it should stand somewhat aside from the market place 
and should consider social factors and the effect on minimum incomes 
of cost of living changes. I would argue therefore that any proposal 
that national negotiation should be on minima has positive merits in 
the determination of minima, while the only way to prevent the present 
relation between national negotiations and the actual wage level of all 
wage earners is to cease to use national negotiations to negotiate 
standard increases. 

The second most important destroyer of wage stability is the rates/ 
earnings gap, which is the joint creation of ‘ standard ’ rate determina- 
tion by institutional forces and the further determination of actual 
payment levels in an uncontrolled market, in which payments do not 
serve the purposes for which they are allegedly designed, and which 
is characterised by lack of knowledge—the most essential condition 
of effective free market operation. This gap results in two separate 
determinations of payment which provide a prolific source of wage 
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demands even when general economic forces are stable. It also means 
a situation in which one version of payments can go ahead even when 
the other is being controlled, as happened during the ‘ wage freeze’ 
of 1948-50. In my view, the only way to avoid this is to bring the 
two versions together: to determine wages at the level at which supple- 
mentation, except for individual differences in rate of work or extra 
hours, is not necessary; and to try, by going into sufficient detail, to 
work towards a more effective wage structure responsive to changes 
in labour demand. This means wage determination at the local level. 
Moreover, at the local level, social arguments are of less moment, 
even the cost of living argument is subdued, and the relevant points 
are the profitability, ability to pay and demand for labour of particular 
employers. Since the issues of wage determination are here related 
directly to the economic position of firms, it is possible to bring wages 
into line with other rewards in the economy in being subject to, rather 
than almost controlling the economic policies of the government. There 
is a very big difference between employers in general saying ‘no’ to 
an increase while taking part in an argument round a table about a 
few hundred thousand workers, and an employer with an expanding 
business and an expanding demand for labour doing the same thing. 
On the other hand, an individual employer affected by credit restric- 
tion can more effectively demonstrate his difficulty than can a whole 
industry at a quasi-political negotiation. 

Three other advantages may be claimed for my proposals. In the 
first place, what I am suggesting is not a temporary stemming of the 
flood of wage demands but an altered system of wage settlement, which 
could offer a permanent reconciliation of full employment and free 
wage determination. Secondly, these proposals are compatible with 
expanding output and productivity, both because they reduce the 
need for extensive restrictive policies due to wage-induced inflation 
scares, and because they move wage settlement to the level at which 
the benefits of increased output can most readily be demonstrated. 
Thirdly, they give the unions a big job to do at the local level whereas 
other policies ask them to do nothing. 


Could such proposals be implemented? The efforts and attitudes 


of employers, the government and the trade unions, will determine 
this. 


I have put employers first because in my view they are the key 
to the present situation and to its solution. Employers tend to say 
that they can do nothing about wages which are controlled by the 
unions. This is not true. The rates/earnings gap exists and is gener- 
ally large. Employers set the earnings pattern and have enough room 
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between it and national wage rates to begin to mould local agreements 
and wage structures, if they take the initiative. Employers are quite 
largely responsible for the present situation of national negotiations. 
Through their associations, to whom has been delegated far too much 
power, they have supported the myth of the ‘ standard’ rate and given 
an impression of a completely negative attitude to wage settlement. 
But in their own individual affairs they have undermined the ‘ stan- 
dard’ rate by hidden additions necessitated by their labour require- 
ments, and have been much more prepared to be positive in their 
wage offers, without actually taking over the determination of their 
own wage payments or wage structure. The whole prospect of revision 
of present wage settlement arrangements will depend on employer 
initiative. They will require to take back authority from their 
associations and to begin to develop a general belief that they are 
prepared to initiate wage increases and to mould wage structures. In 
this process, employers will have to review and alter their attitudes 
to excessively large bonus payments and to overtime payments as 
hidden rate increases. Local wage structures will require to be based 
on as high as possible a percentage of regular payments, with bonuses 
and overtime as marginal and individual extras. 

The government’s duties in connection with this type of proposal 
seem to me to be threefold: 

1. The government has a duty to provide a flow of information 
about wages to the labour market. One major obstacle to the con- 
struction of more rational wage structures and to more rational wage 
settlements under present national negotiations is the lack of an 
adequate statistical base. The statistics of average earnings by industry, 
for example, are an open invitation to construct ‘league tables’ of 
earnings and to negotiate wage claims on that basis, without due 
regard to intra-industry differentials, whether occupational, regional, 
by firm or by product group. More detailed studies would clearly be 
necessary to assist more detailed and more local negotiation. Our 
Ministry of Labour could advantageously study the work of the Ameri- 
can Department of Labor in this field. 

2. The government could encourage the development of minimum 
negotiation by its willingness to assist in giving it appropriate institu- 
tional form, and by legislation if this should be necessary. 

3. The government is itself a large direct employer of labour, and 
sets the broad policy objectives and the limits on the funds of the 
nationalised industries. Direct government employees are required 
as wage-followers to conform to patterns set by outside industry ; 
but, the position of the nationalised industries is much less clear. 
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Both the miners and the railwaymen, for example, have recently 
appeared to be wage-leaders. If we argue that it is necessary to revise 
our present system of wage fixing because, amongst other things, 
national bargaining is at present leading to quasi-political decision- 
taking on wages, then we can hardly leave the large nationalised 
sector alone in an atmosphere in which the decision to grant wage 
increases is made politically. If a new dispensation for wages is to 
have any chance of working, the government must make its economic 
relations with the nationalised industries quite clear, and quite 
obviously fixed for long periods. In the ends and means controversy 
about nationalised industries I favour having both the ends and the 
means, in so far as they are provided by government, fixed with some 
strong appearance of permanency. 

I have left discussion of the attitudes of the trade unions to the 
last, not because this is the unanswerable difficulty in my proposals, 
but because I wished to stress that the initiative for change and the 
possibility of success lie largely with the employers. Such changes 
as I have suggested would involve clear evidence that employers were 
prepared to negotiate wage agreements in much greater detail and 
at local level, to make proposals to increase wages, and to let the 
unions participate in the planning of labour market conditions at the 
level of negotiations where their members are actually paid. While 
it would help if the unions were to begin thinking towards similar 
conclusions, the major issue is not one of union initiation, but of 
whether or not they would follow a clear lead. Doubtless one initial 
reaction would be unrest and suspicion. I think, however, that these 
changes embody sufficient advantages for the trade unions and their 
members as to suggest a general trend toward trade union co-opera- 
tion. Some of these advantages may be mentioned. 


1. A new and more positive employers’ attitude would be welcome. 

2. Large sections of the unions would see hopes of adjustment in their 
differentials. 

3. Consolidation of wage rates at the factory level would mean greater 
security and reduce a host of conflicting payments. 

4. Union influence on factory negotiations and factory conditions 
would increase. 

5. Local union activity and strength would have to increase greatly 
and this would be likely to cure the current apathy problem. 

6. The wellbeing of members in very weak positions could be safe- 


guarded by minimum wage regulation and by the organised power 
of the union movement. 
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7. The unions would be able by decentralising to begin to make 
substantial progress towards uniformity in wage payments. I do 
not regard these proposals as a relapse into anarchy, but rather 
the reverse. The present system uses a mythical uniformity in 
payment to cover over the confusion underneath. The only sure 
way to move towards uniformity, or, perhaps more appropriately, 
rationality in wage payments is to begin work at the level where 
unjustified differences occur. These proposals would involve a 
strong union movement discovering and negotiating on actual 
payment levels in all parts of the labour market. This seems to me 
to be a far more satisfactory way of obtaining the common rule 
than present negotiating methods. 


D. J. ROBERTSON 
University of Glasgow 


CAN BRITAIN HAVE A WAGE POLICY? 
I 


Tue case for a national wage policy rests on a single and simple 
premise, that there is an undefended public interest in the results of 
collective bargaining. Collective bargaining itself makes wages the 
subject of policy, both the separate and the agreed policies of trade 
unions and employers or their associations. An organised wage 
structure in an industry is the outcome of policy decisions; so, too 
is a cost-of-living sliding scale in relation to the movement of wages. 
But an agreed wage policy even for an industry does not amount to 
a wage policy for the economy as a whole. The parties to collective 
bargaining can, and often do, decide their policy without regard to 
any broader interests than their own; and, if they wanted to, they 
are in no position to take fully into account interests unrepresented at 
the bargaining table. As wage movements, wage differentials, even 
methods of wage payments, affect other elements in the national econ- 
omy, and ultimately the interests of every citizen, a national wage 
policy is needed to uphold the third party, or public, interest in wage 
agreements. 


The logic of this argument is indisputable; indeed, it is not so 
much disputed as ignored. Leaving aside the question why it could 
be neglected in the days of mass unemployment, two reasons have 
been most frequently advanced for ignoring it, and thus rejecting a 
national wage policy, in the post-war conditions of full employment. 
The first has come from those who believe that the public interest in 
wages can be taken care of by financial, fiscal or other economic 
controls, without any interference with collective bargaining. This 
reason has worn so thin in recent years that it now finds few un- 
qualified supporters. Both Labour and Conservative Governments 
have, in fact, acted on the contrary assumption. They have tried to 
pursue national wage policies, and, although their methods have 
differed, they have had the same basic aim of curbing the upward 
movement of wages in the interests of price stability. True, they have 
had other strings to their anti-inflationary bows, but, for the sake of — 
the strong, and generally accepted, public interest in the internal and 
external value of the £, they have brought wages within the orbit of 
national policy. 
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The other, and far more powerful, reason why a national wage 
policy has found so little favour is doubt as to its practicability. There 
is obviously more to this than Professor R. H. Tawney’s penetrating 
aphorism that ‘ English public opinion believes nothing practical until 
it has been accomplished’. What has made experiments with national 
wage policies in other countries seem particularly inapplicable to 
Great Britain has been the strength of our voluntary traditions. Trade 
unions and, equally, employers’ associations cling resolutely to their 
autonomy in the name of the principle of ‘ industrial self-government ’. 
They will never, it is said, willingly submit to any limitations on their 
freedom. Here we seem to have an unconquerable barrier against 
any central regulation of wages. Given the history of industrial rela- 
tions in this country, it is not surprising that the crushing argument 
against a national wage policy has been the pragmatic assertion: it 
can’t happen here. 

Even this argument is no longer advanced quite so dogmatically 
as it was ten years ago. It is now more likely to be raised as a 
question, with the emphasis on how could it happen here. Opinion 
may have shifted because it has already happened to some extent. 
Although the term ‘ national wage policy’ is still studiously avoided, 
the pretence has been dropped that wages are only of concern to the 
two sides of industry; the Government has moved into the fray. 
Yet the old difficulties remain. No-one seriously believes that a 
successful and acceptable way of pursuing a national wage policy 
has been found. Can it be found? That is the question to which this 
article will attempt an answer. 


II 


The aims of a national wage policy have attracted less attention 
than speculation on the methods which might be adopted to give it 
effect. To discredit the whole idea it is sometimes suggested that 
nothing short of the complete planning of wages is envisaged, with 
the government or a government-appointed board deciding how much 
every worker is entitled to earn. Such flights of polemical fancy apart, 
it has rather been taken for granted that, in the contemporary setting 
of full employment and inflation, government policy should be limited 
to the one aim of restraining wage increases as far as possible. Stated 
baldly in these terms, this is not an aim which we could expect the 
trade unions, or the workers they represent, readily to accept. But, 
in any case, it is based on a very superficial version of the present 
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wages problem, which is quite as much a challenge to our social and 
political order as it is to the value of the £. To recognise fully the 
nature of the problem we have to look at more than the economic 
results of collective bargaining. We have to consider how it works. 


Those conducting wage negotiations on both sides of industry are 
not unaware of the dangers of inflation. Nor are they, as a rule, 
lacking in public spirit. The practical difficulty confronting negotiators, 
or arbitrators, is to know what wage increase is justified in the par- 
ticular dispute they have to settle. Most people can find excellent 
reasons why their own incomes should be increased and, in default 
of any agreed criteria for evaluating them, who is to say that they 
are mistaken? They can hardly be blamed for making the most of 
whatever opportunities they have to advance their economic interests 
when everyone else is doing the same. They are merely conforming 
to the rules of the game. 


That is not the whole of the story, however. The strong upward 
pressures on wage rates cannot be understood until we acknowledge 
the impersonal forces of competition. Economists can be relied upon 
to remind us of the force of economic competition, that shortage of 
labour compels employers to compete for it by bidding up wages 
above the rates. They are less ready to admit the existence of political 
and social competition which exercises an analogous compulsion on 
trade unions to bid up wage rates. Here competition, instead of being 
for access to scarce resources, is for the exercise of power and author- 
ity, when it is political, and for the changing of relative status, when 
it is social. Political wage competition has already been the theme 
of a number of studies of trade union wage policy ;? competitive 
bidding on wage claims among trade unions in rivalry for members, 
or between factions struggling for leadership within a union, are 
examples. Social wage competition has been given less recognition 
even where the influence of social factors on wage determination has 


1 This conventional explanation of the wage drift is literally a half truth. 
The neglected other half of the explanation is a weakening of collective wage 
regulation. The three main elements in the wage drift—payments above the 
rate, increased income yields from payment by results and systematic overtime 
—represent in their several ways loss of control by the trade unions over 
individual or group bargaining at workplace level, and, on the other side of 
the coin, lack of control by employers’ associations over their members. The 
uneven incidence of the wage drift is due to the varying extent to which 
national agreements regulate the individual contract of employment in different 
industries. 

_ Notably, A. M. Ross, Trade Union Wage Policy, 1953. (‘A sixty-day 
strike over 2 cents an hour may be irrational in the economic lexicon, but 
viewed as political behaviour it may have all the logic of survival’, p. 74.) 
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been stressed.* It arises out of conflicting notions of ‘fair’ wages 
held by different groups of workers, who, in attempting to change 
wage differentials, are competing for social status. 


This is not the place to trace the actual effects of political and 
social wage competition in a number of key wage negotiations in 
post-war Britain, especially since 1952 ; some of the more prominent 
examples are well known. We need only note that such competition 
is a continuous process, summed up in the brief formula that trade 
unions must compete for success. They do so for the same compelling 
motives which cause employers to compete for labour ; not to compete 
becomes in the last resort a threat to the survival of their organisations. 
Trade union leaders have to reckon with and yield to these competitive 
pressures if they are not to jeopardise their own authority and endanger 
the bargaining power and influence of the union. To ask them not to 
do so for the sake of the national economy is crying for the moon. 
They are driven to act by a situation which is beyond their control. 
They are, to put it melodramatically, victims of a system. 


Some of them may be willing victims. They may prefer a system 
of wage determination which encourages ‘leap-frogging’ because 
it forces the pace of the general wage movement. But I doubt whether 
this is true of the majority of trade union leaders. Most of them are 
genuinely worried by the insecurity which constant competition over 
wage increases brings to their members and to their organisations. 
They would like to be ‘responsible’ but the opportunity is denied 
them because the system penalises voluntary restraint. This could be 
observed during the Labour Government’s experiment following on 
the White Paper in February 1948. Some union leaders were more 
restrained in advancing wage claims than others, with the result that 
they faced increasing dissatisfaction among their members, who noted 
the worsening of their wage position relative to the members of other 


unions. 
Another feature of our present system is that it settles the amount 
of the general wage movement on grounds that are largely irrelevant 


3 Barbara Wootton in The Social Foundations of Wage Policy, 1955, con- 
cludes that, at present, in wage determination ‘ the weight of the social influences 
involved falls overwhelmingly on the side of conservatism’ (p. 162) and 
subsequently refers to them as ‘static’ (p. 164). Professor J. R. Hicks in. his 
address to the British Association on ‘Economic Foundations of Wage Policy 
(Economic Journal, September 1955)) suggests that ‘custom is the static and 
equality the dynamic element’ in the social forces. But outraged custom, 
symbolised by the conservative turned counter-revolutionary, can be a very 
dynamic factor. Custom was a force of stability when, as in Brjtain up to 
the end of the 19th century, it was a generally accepted norm. The same 
would be true of equality if ever it became the ruling social doctrine. What 
creates instability is the competition between custom and conflicting notions 


of ‘fair’ wages. 
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to it. The pattern for the annual round of increases is set by one or 
two key bargains which are then transmitted to other industries by 
the essentially competitive process of ‘ coercive comparison.’* As few 
unions want to occupy the invidious position where open conflict is 
first precipitated, another, one might call it a reverse, type of competi- 
tion as developed among unions to avoid bearing the brunt of the 
battle. This probably contributes to lengthening the period of negotia- 
tions, but eventually in one industry the die has to be cast. The 
amount of the ensuing settlement depends on all the circumstances 
(political and social as well as economic) peculiar to this industry. 
National considerations are, at best, a side issue. 

Take, as an illustration, the case of the railways when the Christ- 
mas strike was threatened in December 1953. The railwaymen had 
fallen seriously behind in the league table for earnings because their 
agreements allowed little or no scope for a wage drift. The determina- 
tion of one union, the National Union of Railwaymen, to improve the 
position of its members relative to other wage-earners went to the 
length of willingness to call a strike. Because of its strategic position, 
the strength of its case or other factors, an increase in wages was 
secured intended to redress the railwaymen’s grievance. It then became 
the pattern for increases elsewhere so that its purpose was largely 
defeated ; the same process could, and did, start all over again.° 

Every wage dispute now reveals something of this inherent irration- 
ality. What has been claimed as the great merit of collective bargaining, 
that it permits continual adjustments in wages to suit the changing 
circumstances of each industry, is negated because it takes place 
against the uncertain background of continually changing assumptions. 
On the other hand, the amount of the general wage movement is 
settled in a few negotiations without representation of all the interests 
affected by it. Not only has the government a responsibility to the 
community at large which it cannot properly discharge, but many 
unions and many employers have no say in the decisions which will 
affect them all. 


4See the argument of A. M. Ross on why ‘comparisons play a large and 
often dominant role . . . in the determination of wages under collective 
bargaining’, and, in particular, his statement: ‘The ready-made settlement 
supplies an answer, a solution, a formula. It is mutually face-saving. The 
employer can believe that he has not given away too much, and the union 
leader that he has achieved enough. It is the one settlement which permits 
both parties to believe they have done a prover job. and the one settlement 
which has the best chance of being “‘ sold” to the company’s board of directors 
and the union’s rank and file’ (op. cit., p. 52). ; 

° When, a year later, the NUR again threatened to use strike action, 
Pouce compeuien between it and ASD Associated Society of Locomotive 

ngineers and Firemen was more to the fore and precipitated the 

strike by ASLEF. a ss a 
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This brings us to the nub of the wages problem. The so-called 
‘autonomous’ movement of wages, which has been so marked a trend 
in the British economy since 1952, may or may not have been 
“excessive”. That depends on the standards we employ to measure 
‘excess’ and they, as I shall subsequently argue, cannot be defined 
in objective terms. But it has certainly been a movement which was 
not subject to social control. Like the earlier booms and slumps of 
the trade cycle, it has been the product of individual and group 
reactions, which reinforce each other and aggregate to a trend outside 
the scope of institutional regulation. 

Collective agreements are our main instrument for regulating 
wages. Within the present system they do not adequately restrain 
economic wage competition (hence the wage drift). Nor do they suffice 
to curb political and social wage competition which further accelerate 
the general movement. That is why, as I have written elsewhere, 
‘the familiar problem of the wage-price spiral under full employment 
is rather like a set of Chinese boxes. It contains within it the problem 
of the wage - wage spiral, which in turn contains the problem of the 
rates - earnings spiral.” The whole of the wages problem in relation 
to inflation (recognising, of course, that there is also a separate prices 
problem) can be expressed as the absence of adequate institutional 
restraints on all types of wage competition. 

The main aim of a national wage policy, then, should be to bring 
the general movement of wages under control, just as the main aim 
of a national employment policy has been to do the same for the 
general level of employment. The reasons for pursuing this aim are 
partly economic—the public interest in avoiding inflation or, to be 
cautious. too much inflation. But there are some equally valid non- 
economic reasons which the previous analysis of the problem has 
revealed. A system of wage determination which places a premium 
on irresponsibility and inhibits rationality in decisions hardly merits 
unqualified approval on political or social grounds. 

It might be asked whether a national wage policy should be 
concerned only with the general wage movement. Certainly the public 
have an interest in wage differentials and methods of wage payment. 


6In the Economic Survey of Europe in 1955 (United Nations, 1956) the 
term appears as a residual concept to describe wage movements other than 
those which are ‘ demand-induced’ or ‘compensatory’ for a preceding increase 
in the cost of living. Using the rather dubious assumption made by its 
authors. that the demand-induced wage movement can be equated with the 
wage drift, the ‘autonomous’ wage movement in Great Britain from 1952 
to 1957 amounted to an annual average increase of 24 per cent. on each 
previous year. Se ae 

7*Wage Movements and Wage Policy in Post-War Britain’, The Annals 
of the American Academy, March 1957. 
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This is a further reason for extending the range of considerations 
involved in wage negotiations. But in these matters the responsibilities 
of the government are not as great. Information, leadership and 
moral pressure may sometimes be required to induce trade unions and 
employers to modify outmoded, and economically or socially harmful, 
wage structures, but the responsibility for action is primarily theirs.® 
As consent is a necessary element of success, compulsion from without 
would be self-defeating. 


Il 


What we consider to be the aims of a national wage policy will 
influence our choice of methods. Here one issue must be resolved at 
the outset—whether the policy is to be decided and applied without 
the co-operation of the trade unions. The need for this co-operation 
is no longer assumed. The present government is trying, for the second 
time, to arrest the wage movement without union support. Whether 
it will have more success with the policy of ‘ not financing inflation ’ 
than it had with its previous policy of ‘the price plateau’ may be 
evident when this article appears in print. This will depend on the 
lengths it is prepared to go in a ‘show down’ with the trade unions, 
and what effect growing unemployment may have on the latter’s 
readiness to resort to strike action. Instead of engaging in prophecy, 
however, I prefer to take up the problem of principle. 

The idea that the government should throw its weight on the 
side of employers against wage increases has already been rejected 
as an aim of national policy. If the aim is to bring the general wage 
movement under social control, then clearly the trade unions are 
entitled to participate in that control and not to have it imposed upon 
them. They participate in the control of wages in collective bargaining, 
and the same principle can hardly be denied when control is raised 
from an industrial to a national level. It is not enough for the govern- 
ment to acknowledge the right of the trade unions to be consulted 
about wage policy, especially when consultation does not lead to 
agreement. A national wage policy cannot be truly national unless 
the trade unions are involved in its making and execution. 

But it is precisely this task of securing trade union co-operation 
which seems to raise the most intractable difficulties. Are they at all 
willing to be involved? And, if they are willing on certain conditions, . 
would not their separate autonomy prevent any policy from being 
made effective? No-one can answer these questions with certainty. 


* The Cotton Manufacturing Commission is an example of public inter- 
vention with this end in view. 
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We can only look for proposals which are most likely to produce a 
favourable response and a relatively successful outcome. 

One condition on which the trade unions have always insisted is 
that wages should not be selected for discriminatory restraint. This 
is a reasonable demand and an essential one if they are to win their 
members’ consent. Wages are by no means the only cause of inflation 
either on the side of costs or on the side of demand. Why should they 
be dealt with in isolation from other personal incomes, or from prices 
and productivity? A government cannot decide its economic policies 
only to suit the trade unions, but the trade unions on their part can 
hardly be expected to accept these policies without demur when they 
affect what wages will buy or the comparison of wages to other incomes. 

The fact that wage movements will always, of necessity, be viewed 
by the trade unions against the background of the whole of the govern- 
ment’s economic policy is the fatal objection to certain proposals for 
regulating them—those proposals which rely on the use of some 
objective formula designed to avoid bargaining over the distribution 
of incomes. An example is the suggestion made by Lord Chandos 
in his address to the Institute of Directors, that there should be five- 
year wage agreements providing for a 24 per cent. annual increase 
in basic rates.° What this asks of the trade unions is that they should 
accept a limited wage increase for quite a long period without knowing 
what it will be worth in absolute or comparative terms. It may be true 
that advances in real wages depend far more on the rate of economic 
growth than on any feasible redistribution of incomes, but it is distribu- 
tion rather than production which rouses the strongest feelings of 
protest. An unavoidable conflict of interests exists over the share of 
wages in the proceeds of increased productivity which can only be 
resolved by one compromise succeeding another, as has happened 
under collective bargaining in the past. The aim is not to avoid 
bargaining but to make it more responsible and more rational. 


IV 


How could this be accomplished? Only, I suggest, by introducing 
a new procedure into our system of wage determination which would 
enable the government and representatives of the two sides of industry 
to settle the amount of the annual round of wage increases in central 
negotiations. They might decide on a flat rate or a percentage increase 
in all wage rates, or, possibly, on a more elaborate formula which 


9 The Times, 8 November 1957. 
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would bring about some levelling at the extremes.'? Whatever they 
did decide, however, would become a master agreement governing the 
general wage movement. It could, of course, only be an agreement to 
recommend. The recommended increases—maybe as an average— 
would have to be incorporated into industry or other agreements by 
the normal processes of collective bargaining and statutory regulation. 
A tripartite master agreement to which the government, the Trades 
Union Congress and the British Employers’ Confederation were 
parties would undoubtedly carry great authority and would have its 
effect on all wage (and salary) settlements. 

The appropriate time for such central negotiations would be 
immediately after the Budget, because of its strategic significance as 
the main instrument of economic planning. In framing the Budget 
the government would have to reckon with its probable effect on 
the subsequent wage negotiations. It would be free to shape its 
economic policy according to its own interpretation of the public 
interest, but it would have to do so realistically in the knowledge that 
the reactions of trade unions and employers would find effective 
expression when the pace of the wage movement was being determined. 

Central bargaining over the annual round would remain voluntary. 
This meets what has been the most fundamental objection of the 
trade unions to a national wage policy, the fear that wages would be 
taken out of their control by vesting the powers of final decision in 
some external authority. Should the parties fail to reach agreement 
on the amount of the general movement within a specified time. there 
would have to be a return to the existing system where it is settled 
by industry bargaining. The trade unions could, in other words, 
retreat at any time from the arrangement once they became convinced 
that it was being used unfairly against them, in the same way that they 
can withdraw from the use of voluntary arbitration when the arbitra- 
tion tribunal becomes suspect in their eyes. True, their case for retreat 
would need to be a good one if they were not to be blamed for ir- 
responsible action, but the same moral restraint would be imposed 
on the government and the employers alike. Indeed, it is the strength 
and the merit of the proposal that it would make it more difficult for 
all parties to evade their social responsibilities. 

One can agree that, to be acceptable to the trade unions, the 


19 Previous suggestions have been made that the global increase in the 
national wage bill should be settled in central negotiations. with the trade 
unions left to share it out among themselves. One could hardly conceive of a 
proposal less likely to be accepted by the unions, who would be involved 
in constant squabbles about the division of the total, or by the emplovers, 


who would presumably have no say jn the particular wage increases they 
would have to bear. 
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proposal has not only to meet their past objections to a national wage 
policy ; it has also to promise them some advantages. In this con- 
nection the deep concern of responsible trade unionists to find a way 
out of their present dilemmas, and to avert the threat of inflation to 
full employment, should not be under-estimated. But, apart from 
these broader considerations, the great advantage of central negotia- 
tions to the trade unions is that they would permit them to follow a 
positive policy for real wages in place of the purely negative policy 
of undefined restraint. Separate trade unions cannot in the nature of 
things exert any effective influence to reduce prices or profits as these 
are beyond their control. They may seek to justify a wage claim on 
the grounds that prices are rising or that profits are high, but when 
the claim is conceded prices rise further and profits are not usually 
reduced. Until the trade unions collectively are able to insist on price- 
reducing measures on the part of the government and employers, as 
a condition for their limiting the amount of the wage movement, a 
trade union policy for real wages must remain a myth. 


Vv 


It may be objected that central bargaining over the annual round 
of increases would lead to a uniform change in all wage rates and 
not enough flexibility. Uniformity is not notably absent from the 
present movement of industry rates,’ but the master agreement would, 
as I have said before, not exclude the continuance of collective 
bargaining at industry or workplace levels. Such bargaining could 
not possibly be excluded without abandoning the voluntary system, 
which is neither desirable nor feasible within the framework of demo- 
cracy. Adjustments have continually to be made in wage differentials 
to suit changing technical and market conditions and they are best 
made by the parties most intimately affected. 

This brings us to the other objection, that a voluntary master 
agreement would permit too much flexibility and encourage evasion 
of its terms. The master agreement would certainly have to be con- 
cluded on the understanding that two-sided collective bargaining was 
confined to its proper sphere of dealing with problems of wage struc- 
ture. Arguments which related to the general wage movement because 
of their equal concern to all wage-earners, such as cost of living or 


11 See H. A. Turner, ‘Wages: Industry Rates, Workplace Rates and the 
Wage-Drift’ (Manchester School, May 1956): “The major tendency of 
“industry ” wage rates since 1938 may be summarised by a generalisation. 
They conform to a Rule of Equal Increases. 
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changes in productivity and profits, could not be admitted as justifying 
separate wage claims. 


To draw this distinction in practice would not be easy. Industry 
or works agreements might be concluded for the alleged purpose of 
altering wage structures which served in practice to provide ‘ veiled’ 
wage increases. Where major reforms in wage structure were contem- 
plated the master agreement could be applied, say, to average wages 
to take these reforms into account. Otherwise there would be a strong 
case for maintaining compulsory arbitration, perhaps in a more 
stringent form than it exists at present, to deal with wage disputes at 
industry or lower levels. Criteria for arbitrators judging the validity 
of arguments advanced for changes in wage relationships could be 
progressively defined in central negotiations. Admittedly compulsory 
arbitration would not exclude collusion between employers and trade 
unions to evade the master agreement. Were such evasion to assume 
serious proportions, this could only be checked by a strengthening 
of the influence of the central bodies of unions and employers over 
their members. In entering the master agreement these bodies would 
be accepting the responsibility to prevent their members from deliber- 
ately flouting it. 

The other danger of evasion arises out of changes in wages not 
regulated by collective agreements. Theoretically it would doubtless 
be preferable to strengthen the collective regulation of wages by better- 
designed wage structures before trying to bring the general movement 
under control. Politically this course would mean indefinitely post- 
poning the achievement of a durable national wage policy. There will, 
in fact, be a greater chance of effecting overdue reforms in wage 
structures (engineering is the chronic case) after a master agreement 
than before. The incentive for reform would be stronger on the part 
of all those who wanted to make the national wage policy work, and 
those who did not would find it hard to justify their inertia or 
deliberate obstruction. Besides, proposals for structural reforms would 
not be submerged and lost sight of in constant battles over flat rate 
or percentage increases. A large part of the energies of trade unions 
are now absorbed in these battles. They would have every reason 
to deal with unregulated wage increases, which are a serious threat 
to their own security, when they were no longer separately occupied 
with the next round. 


But all these are prospects, not certainties. It is quite impossible 
at this stage to propose certain remedies against evasion. We can only 
proceed according to the political maxim of first things first. Once 
voluntary restraint is adequately defined by the terms of the master 
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agreement, it will be possible to define evasion and take steps to 
reduce its incidence. Those steps, to start with, are almost certain to 
fall short. But a demonstrable, practical need will then exist for 
further institutional changes, and that is a more powerful dynamic 
than abstract theoretical argument. In any case, no institutional 
arrangements can compel employers, trade unionists or anyone else 
to act responsibly All that they can do is to provide conditions in 
which responsible action is possible and so to deprive irresponsible 
action of its present justification. 


ALLAN FLANDERS 
University of Oxford 
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A Cook’s tour of foreign wages policies has become a fashionable 
form of exercise in the post-war discussion of these problems, and the 
Netherlands and Sweden in particular are often held up to others’ as 
countries whose approaches to the problem set a good example, or 
provide illustrations of what we must at all costs avoid, or could 
never tolerate. It is not surprising to find a variety of conclusions 
being drawn about foreign experience, firstly because of the value 
judgments that are brought to discussions of such vague concepts as 
‘full employment in a free society ’, and, secondly, because of the vast 
complex of non-economic forces—political, institutional, social and 
historical—which impinge upon the markets for wage determination 
in different countries. 

Different countries have at various times attached a different order 
of priorities not only to freedom of collective bargaining, full employ- 
ment and stable prices, but also to investment requirements, price 
controls, monetary policy, the use and usefulness of the rate of 
interest as a policy weapon, balance of payments problems, and adjust- 
ments and reconciliation of claims on scarce resources via social policy, 
wage restraint and a profits squeeze. 

An attempt will be made here to elucidate some of the wage 
policy issues which have proved significant for three countries, the 
Netherlands, Sweden, and the United States. These countries are 
selected because they typify economies in which different approaches 
to wages policy have been developed, and indeed—and this will be 
one of the main theses of this paper—made necessary by the economic, 
social, political, and institutional framework within which wage deter- 
mination is carried on. All three countries accept the general goal of 
high employment, but none has committed itself to any precise per- 
centage figure for what it understands by full employment. Sweden 
and the Netherlands are, however, full employment economies in the 
vague ‘3 per cent.’ sense customarily attached to the concept, although 
there have been significant variations in the level or degree of un- 
employment at different phases of the post-war period. In the U.S.A. 


1 For an interesting Swedish trade union appraisal of the Dutch system, 
see Rapport angdende lénesystem, lénepolitik, arbetsvdrdering och lénestatistik 
i Holland, mimeographed, LO-TCO, Stockholm, 1957. 
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the unemployment percentage has fallen below 3 per cent. in only 
one year (1953) but it has exceeded 5 per cent. only in 1949, 1950 
and 1954. 

If we follow Zoeteweij and take the essentials of a national wage 
policy to mean a situation in which ‘ decisions regarding the level and 
structure of wages are taken in respect of the economy as a whole and 
with explicit reference to the country’s economic (and social) situa- 
tion ’,’ the three countries selected offer sufficient contrasts for our 
purposes. Each has had a different type of policy, in that a conscious 
centralised wages policy has been operated under government super- 
vision in the Netherlands throughout the period, in Sweden attempts 
have been made to co-ordinate wages policy by voluntary agreement 
and without direct government intervention, while no conscious overall 
control has been exercised in wage determination by private or public 
bodies in the United States since World War II, except for the 1951-52 
experience of the Wage Stabilization Board. 

The analysis falls into three parts, first a brief description of the 
institutional processes by which wages are determined, secondly an 
analysis of post-war experience of wages policy, and a final section 
which will take up aspects of this experience which suggest particularly 
pressing, or common, or fruitful problems for discussion in this country 
and elsewhere. 


Il 


Post-war wages policy in the Netherlands has been conditioned by 
the Occupation, high pre-war unemployment, the division of both 
employers’ and workers’ organisations along ideological and religious 
lines, and by common acceptance in the immediate post-war years of 
the need to tolerate some limitation of group interests in order to 
promote national recovery. The recovery programme was founded on 
agreement about the urgency for increased production and produc- 
tivity, a distributive idea of social justice in the process, and a clear 
recognition that a centrally directed wages policy was an essential 
part of economic planning for recovery and full employment. It was 
therefore considered legitimate to control the general forces of wage 
determination to these ends. All this is clearly reflected in the struc- 
ture and organisation of the three main bodies which have comprised 
the machinery for determining and administering the national policy 


2 See Bert Zoeteweij, ‘ National Wage Policy: the Experience of the Nether- 
lands’, International Labour Review, Vol. 71, 1955, p. 151. 
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for wages. These bodies are (1) the Ministry of Social Affairs, (2) the 
Government Board of Mediators, and (3) the Foundation of Labour. 

The Minister of Social Affairs is entitled to issue general directives 
on wage levels, in the light of information and advice from the 
National Budget Bureau and other agencies, such as the Social and 
Economic Council, an official tripartite advisory body set up in 1950. 
Detailed execution of wages policy is entrusted to the Board of 
Mediators,* which is composed of a full-time chairman and six part- 
time independent members representative of the main social groupings 
in Dutch society. The Board’s powers include the establishment of 
binding rules and approval of collective agreements for wages and 
other conditions of employment, although a certain degree of flexibility 
is permitted in the system. The Board can enforce its decisions through 
the separate machinery headed by the Director-General of Labour, 
who is chief of the Labour Inspectorate. 

In its work the Board operates in close contact with the Founda- 
tion of Labour, and is indeed required to obtain the view of the 
Foundation before making decisions of general importance. The 
Foundation is a private body, equally representative of the three main 
trade union groups (the communists being excluded) and of employers’ 
groups, which was set up in May 1945, but owes its origin in part to 
pre-war but mainly to clandestine wartime co-operation between the 
leaders of the two sides of industry. The Foundation is recognised 
as an Official advisory body on social and industrial matters, and much 
of the post-war discussion on wages policy has in fact been centred 
in the wages committee of the Foundation. Here the views of the 
Minister and the Mediation Board were known and discussed with 
the various industrial groups which comprise the membership of the 
Foundation. The Foundation has thus been a focus in both directions, 
standing on the one hand between official government policy and its 
enactment, and on the other focussing, discussing and reconciling the 
claims and wishes of both sides of industry. It has thus acted as a 
safety valve for controlling pressures from below for spontaneous 
increases by the unions, and concessions by the employers, and has 
had to concern itself very much with problems of wage structure. 

The machinery of wage determination thus allows for overall 
government control in ‘ wages fund’ terms, while the detailed execu- 
tion of policy has been carried out by the Board after consulting the 
private organisations organised in the Foundation. There is a clear - 
system of representation of interests and clear channels for expressing 

* Although the Board may in practice try to carry out official policy in a 


conciliatory manner, its formal powers are those of an arbitrating, not a 
mediating body. The name is a hangover from the pre-war mediation service. 
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and reconciling those interests. A great deal of high-pressure discus- 
sion has taken place in common meetings of the Mediation Board, 
the Foundation wages committee, and industrial interests. This central- 
ised system of control over the development of all provisions of 
employment agreements has of course been subject to many strains 
and pressures, particularly since 1952. In part, this is a consequence 
of the setting up of a Social and Economic Council under the Industrial 
Organisation Act of 1950, by which some of the functions of the 
Foundation as a general advisory body were transferred to the Council. 
Far more significant, however—and it suggests that the Foundation 
has had difficulty in standing the strain of its internal group pressures 
—is that the Foundation itself recommended in 1954 that its wage 
policy functions and those of the mediators should be transferred to 
a tripartite national wages policy committee of the Social and Econo- 
mic Council. In the autumn of 1955 a majority of the Council endorsed 
this recommendation, arguing that ‘ primary responsibility for wage 
determination should be placed more directly on the shoulders of 
industry, without prejudice to the government’s function as guardian 
of the public interest ’.* =This no doubt reflected the growing tendency, 
after the series of studied wage and price changes in the post-war 
period, to relax the rigid central pressure when production began to 
rise and the immediate post-war crisis was resolved. The rise in 
production put a great strain on the loyalty of individual industries, 
which is reflected in the general declarations in favour of greater 
flexibility in wage policy administration,’ and in the actual shift since 
1956 towards differentiated wage movements. 

If this proposed change in the forum for discussion of wage issues 
were to become law it would mean that the Foundation lost one of 
its most important functions, and the private and voluntary part of 
the machinery would be replaced by discussion within the tripartite 
wages council alone. This suggests either that the Foundation has 
found the internal pressures within its ranks too great for the volun- 
tary principle, or that it has very astutely passed to a public body— 
the majority of whose members would, however, be workers’ and 
employers’ representatives—the tricky problems involved in pursuing 
a central but more differentiated wages policy. Some of these diffi- 
culties are discussed below (section IV). 

In Sweden a ‘correct’ wages policy is accepted by both employer 


4P. S. Pels, ‘The “ Labour Foundation ” in the Netherlands’, International 


Labour Review, May 1957, p. 446. ; \ 
ae For approval of this shift see, e.g., J. G. Bavinck, ‘ The System of National 


Wage Control in Holland ’, Personnel Management, Sept. 1954, and P. Brandes, 
“How Holland Secures Industrial Peace’, The Manager, Oct. 1955, pp. 751 
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organisations and trade unions as an extremely important aspect of 
a full employment economy, but not one which can be solved only 
via government control over the general level of wages. The approach 
is therefore quite different from that of the Dutch, and it has only 
been possible because there has been a long tradition of self- 
government in industry in Sweden, and some proof, e.g., in the form 
of the well-known Basic Agreement of 1938, that direct government 
control of the machinery of industrial relations is not necessary. 
There is a long tradition of stable and well-developed organisation on 
both sides since the turn of the century, a strong employers’ organisa- 
tion (SAF) in the private sector, and a unified trade union movement 
(LO) which has for fifty years been working towards the general 
principle of industrial unionism. Restrictive legislation has been in 
force since 1928 to deal with disputes about the interpretation and 
enforcement of collective agreements, but no limitation has been im- 
posed on the wage negotiation process, save the provision of mediation 
facilities. At the same time, it must be pointed out that the pre-war 
acceptance of the Basic Agreement as a sort of Queensberry Rules 
for the conduct of labour relations owes something to government 
pressure in the 1930s, but the success* of the parties in this sphere 
of self-government has enabled them to withstand any suggestions that 
their freedom to bargain about the content of agreements should be 
circumscribed. 


Since the 1930s the trade union wage policy has been one of solid- 
arity, a concept which has been carried over to the full employment 
era with some modification.’ In support of this policy LO has since 
1941 had far-reaching formal powers to lead and direct wage negotia- 
tions of its member unions, while the byelaws of SAF have since 1905 
contained the provision that no member employer may conclude a 
collective agreement without prior approval of its content by the 
governing body. On both sides, therefore, there is a recognised formal 
locus of power and authority which has been used on occasion. How- 
ever, LO is extremely reluctant to ‘throw the book of rules’, which 
it streamlined in 1941, at the unions, preferring to keep these in the 
shadows and to conduct its wages policy of solidarity on the appeal 
of moral solidarity. Since 1951, an LO wages policy council has been 


® Success in the sense that SAF and LO have themselves been able to deal 
successfully with problems that have arisen under the various sections of the 
Agreement. For example, the conflict in the foodstuffs industry in 1953 could 
have led to government intervention had not SAF and LO dealt with the 
dispute under the machinery of Chapter V of the Basic Agreement. 


7 For an expression of the change, see Wages Policy under Full Employ- 
ment (ed. Turvey), p. 43, footnote 1. 
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in existence as a central co-ordinating body for union claims, but its 
power is moral, not formal. 

Just because they are strongly opposed to government intervention 
in ‘interest disputes’ the labour market organisations in Sweden, 
especially the unions, with whom the initiative has lain in the post-war 
years, have been forced to show ingenuity and flexibility in their 
approach to wage determination. The price of liberty is eternal 
fraternity. Post-war experience in the wage bargaining rounds is that 
of a succession of experiments and alternative approaches as to the 
precise mechanics of wage determination. There has been a strong 
incentive to devise procedures which avoid direct government inter- 
vention in wages, while retaining a responsible attitude to the state 
of the economy as a whole, and retaining also the freedom of the 
unions to follow their policy of wages solidarity. Thus there was 
wage restraint in 1949 and 1950, ‘free bargaining’ by the unions has 
been permitted by LO in several years, and various forms of co- 
ordination, indeed centralisation, at the level of the two federations 
have been tried, e.g. in 1952, 1956, and in the current two year central 
agreement for 1957-58, which is based on (a) an improvement factor 
in each year, (b) cost of living protection, (c) an attempt to allow for 
wages drifting in advance, and for the varying structure of agreements, 
by prescribing larger increases for 1958 for workers paid by the hour 
than for those paid by results.® 

In contrast to the Netherlands and Sweden, post-war wages policy 
in the United States has been a matter neither for public nor private 
enforcement, with the exception of the Korean emergency, when a 
Wages Stabilization Board held sway, and at no time has there been 
any conscious co-ordination of wages policy by central employer or 
union groups. The absence of private co-ordination springs from the 
history of American labour relations. The traditional AFL opposition 
to any intervention by it in the affairs of its member unions has been 
continued in the constitution of the merged AFL-CIO. Again, public 
regulation of labour relations has confined itself in “normal” times 
to comprehensive machinery for the conduct of labour relations. 
Unionism in the mass-production industries has only developed in 
the past twenty-five years, thanks in the main to the New Deal and 
the National Labor Relations (Wagner) Act of 1935 which gave 


® Wage drifting can be defined as the difference between the actual changes 
in average earnings per unit of time and the changes in the level of earnings 
which it was anticipated would follow from an agreement when it was con- 
cluded, The structure of agreements and wage systems which often encourage 
legitimate differences between minimum or standard wage rates and earnings 
can also be used as a cover for illegitimate, or black market payments. It is 
these latter which give the flavour of moral disapproval to * wages drifting’. 
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effective protection to the right of workers to organise. The present 
code of conduct for labour relations is contained in the Labour- 
Management Relations (Taft-Hartley) Act of 1947, but much as it 
interferes in the formal machinery and organisation of bargaining the 
Act does nothing about the content of collective contracts nor wages 
policy. Even the emergency dispute provisions of Sections 206-210 
of the Taft-Hartley Act explicitly debar the boards of enquiry which 
the President may convene from making recommendations for solving 
the dispute. 


Institutionally, therefore, there is much less pressure within em- 
ployer and union circles, and from the public authorities, for control 
over wage determination than in Sweden or the Netherlands. The 
private and detailed wage fixing arrangements in the American 
economy are decentralised, but not so decentralised in their effects 
as is frequently thought. Although there is almost no national or 
industry-wide bargaining, there are several key bargains in the Ameri- 
can economy—in basic steel, the automobile industry, etc.—which set 
a pattern for wide groups in industry. The growth of Supplemental 
Unemployment Benefits (what is popularly and incorrectly known as 
the Guaranteed Annual Wage) has developed, for example, from the 
success of the U.A.W. bargaining with Ford and General Motors in 
1955. The concept of key bargains in the major organised sectors of 
the economy is also shown by the procedures adopted for determining 
wages when the federal government was forced to intervene in the 
bargaining process during World War II and the Korean emergency. 
During the war the ‘little steel’ formula of a 15 per cent. rise in 
average straight-time hourly earnings was applied, though no wage 
freeze was attempted, and no automatic compensating link to a cost- 
of-living index was conceded.* In the Korean crisis the decisions of 
the tripartite Wage Stabilization Board were based on the General 
Motors contract in force at the time. The Board took the top national 
bargains and turned them into governmental policy.’° 


®See Problems and Policies of Dispute Settlement and Wage Stabiliza- 
tion during World War II, U.S. Department of Labor, Bulletin No. 1009. 
It is pointed out (op. cit., p. 13) that the policy of not relating wage-rate 
changes to living costs may have contributed to the post-war difficulties in 
the field of wage and price policies. 

*°See Clark Kerr, ‘Governmental Wage Restraints: Their Limits and 
Uses in a Mobilized Economy’, American Economic Review, Vol. 42, No. 2, 
May 1952. On the experience of the Board on wages issues see the sym- 
posium in Industrial and Labor Relations Review, Vol. 7, No. 2, January 
1954. The administrative problems are discussed in M. Horowitz, ‘Admini- 


strative Problems of the Wage Stabilization Board’, / i 
Relations Review, April 1954. i A a aac? 
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It is not easy to appraise the success of wages policies in these 
countries, when institutions vary so much and when the criteria of 
a successful wages policy may include industrial peace, price stability, 
wage stabilization, equity in wage structures, and freedom of bargain- 
ing. Even the customary economic indicators like the time path of 
rates and earnings in relation to a cost-of-living index are hazardous 
when international comparisons are being made.'! Some rough 
appraisal may be attempted, however, of some of these criteria. 

Table I shows the development of money and real wages and 
the consumer price index in the four countries from 1950. The over- 
all movement in the consumer price index is similar for the Nether- 
lands, Sweden, and the U.K. between 1950 and 1956, but changes 
were more limited in the U.S. The probable explanation is the 
greater dependence of the other countries on international price 
movements, although in the Korean crisis the index rose at much 
the same rate in the U.S. The Dutch index rose very rapidly in 
1957, with a new balance of payments crisis in the Netherlands, and 
a rise in house rents for which some compensating wage increase was 
permitted. After the Korean crisis the Dutch index was stabilised 
much more quickly than in the U.K. and Sweden in 1951, because 


11 Even in any one country where collective bargaining is highly devel- 
oped collective bargaining relationships have many facets which are important 
in determining the conditions of employment, but which do not enter directly 
into income maximising data. In all three countries there has been a tendency 
for the unions to bargain for non-wage provisions when there was little 
scope for increases in wages, on the well-known tactic of getting something 
to keep their members happy. This is particularly evident in the U.S.A., 
where the growth of fringe benefits from 1943 was a deliberately contrived 
method of evading wage restraint. There has since been an enormous growth 
in fringe benefits in the U.S.A., partly for the reasons just mentioned but also 
because American unions are much less able to rely on political action by 
a labour party to press for uniform social benefits via legislation. Apart 
from premium wage payments, no account is taken in the earnings statistics 
of these successful bargains. It is possible that as a result of successful fringe 
bargaining in the past ten years there will be greater reliance on direct wage 
increments in the U.S.A. in future, which will be reflected in the statistics. 
Again. earnings statistics in Sweden reflect market trends, but by no means 
indicate what the central or jndustrial bargaining agreements were, because 
of wage drifting. Thus they give no clear picture of wages policy. The wage 
drift figures indicate in part the difference between policy and practice! The 
importance of non-wage provisions in the employment contract was quickly 
grasped in the Netherlands by the board of Mediators, who enjoy formal 
power over all the terms of employment, and have specifically regulated non- 
wage benefits. A further point is of course the obvious one that cost of living 
index figures are subject to political and policy pressures, e.g., on rents, in 
which employers and unions may be successful bargaining units. Consumer 
price indices may therefore contain ex post reflections of successful pressure 
group bargaining just as much as movements of earnings. Between countries, 
therefore, comparisons of earnings and living costs are limited in the picture 


they give. 
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of the agreed policy in the Netherlands of March 1951 to accept real 
wage cuts and price and other controls in the interests of national 
recovery. In Sweden the post-Korean plateau was reached only in 
1952 after a ‘once-for-all’ inflation had allowed price and money 
wage levels to adjust upwards. 


TaBLe I 


INDEX OF CONSUMER PRICES (P), HOURLY EARNINGS _ IN 
MANUFACTURING (W), AND REAL WAGES (R) 
1953=100 


W 12 R WwW 13 R Ww i? R Ww Pp R 


1 
1957> | 143 123 116)128 114 112/117 106 110/133 116 115 


4 Estimate. » Third quarter. 


Source: OEEC General Statistics Bulletin, Jan. 1958, p. 55, for index 
of hourly wages in manufacturing, and p. 78 for consumer price 
index. Real wage index obtained by dividing W by P throughout. 


The most interesting contrast between the centralised Dutch 
system and ithe others is the volatile nature of the real wage index 
in the Netherlands, where real wages have been controlled in the 
whole post-war period. After accepting cuts in real wages before 
and after 1950 the Dutch unions were able to enjoy a big increase 
in real wages in the wage round of 1954, and the differentiated wage 
round of 1956 also gave a big increase. But the crisis of 1957 has 
apparently again brought real wages down. By contrast, real wages 
have risen steadily in the U.K. after stagnating from 1950 to 1953, 
and there has been a steady upward movement in the U.S., while 
the Swedish unions have enjoyed the largest increases in real wages. 
The rises in Sweden in 1951 and 1952, the first a ‘free’ and the 
second a ‘co-ordinated’ wage round, were particularly large, both 
in money and real terms. Quite apart from the Korean crisis the — 
wage round of 1951 is significant in that it followed a two year period 
in which no contractual increases were negotiated because of the 
wage freeze, though wages drifting allowed earnings to rise. 
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The Dutch economy has suffered severe strains in the post-war 
recovery period, through the loss of Indonesia, and the great depen- 
dence of the economy on foreign trade, but the conclusion in wages 
policy terms is that the centralised Dutch system has brought about 
large fluctuations in real wages in time of crises. We have no means 
of telling, however, whether the development of real wages would 
have been markedly different without a centralised wage determina- 
tion system, but the contrast between the upward movement in real 
wages elsewhere and the Dutch fluctuations suggests that the workers 


TABLE II 


FACTOR SHARES IN INCOME 
(Income from employment as percentage figures) 


1938 1948 1949 1950 1951 1952 1953 1954 1955 
U.K. O27) LL 3 Se | TIO 73:00" 97222 Se eal eo 
INetherlands® |) 350:7i04:55°5:.. 53232-55330 654-4 4) 53-52 S28 541 ess 
Sweden? 52:07 60:6 59:8" 58:3 57:2 61-3" 63:0) —62-7 a 
U.S.A.? G6i6 © 63:6 165:20 64:3) = 65211) 967-2) 68:9 69: AGS:9 


4 National income by distributive shares, including employers’ 
contributions to social security schemes. 
> GNP by distributive shares. 


Source: For European countries, Economic Survey of Europe in 1956, 
Ch. VIII, Table I; for U.S.A., Economic Report of the President, 
1957, Table E-9. 


do less well out of a centralised policy than they do out of a semi- 
co-ordinated system, as in Sweden, or in the laissez-faire wage deter- 
mination systems of the U.S. and U.K.'? Overall control of the Dutch 
type imposes big sacrifices in time of national economic crisis, and 
the acceptance by the unions of policies which, like the Budget for 
1958, are based on assumptions about little or no general increase 
in wages clearly require an extremely altruistic interpretation of the 
‘national interest’. 

A similar conclusion emerges from a consideration of the ‘income 
from employment’ share of factor incomes in Table II. Though this 
is a rough and complex indicator, subject to many qualifications, 
the factor share of labour, wages and salaries, has risen in all three 
European countries since the war, but by much less in the Nether- 
lands than elsewhere. In all three countries, however, the really 


12 The index of industrial production in the Netherlands has increased 
a good deal faster than in the other countries discussed between 1950 and 
1956. and particularly from 1953. See OEEC_ General Statistics Bulletin, 
Jan. 1958, chart III. Output per head has risen faster in Sweden in the post- 
war period than in the U.K. and the Netherlands. The Dutch population 
has. however, risen very much faster than elsewhere. 
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significant shifts in factor income distribution had taken place be- 
tween 1938 and 1948, and no particular shift in the wage and salary 
share can be shown since then, despite the variety of approaches to 
wage determination. In the U.S. the income share of employees has 
been rising steadily in recent years. While it would be foolhardy 
to cite this as an argument for decentralised bargaining, it does raise 
the question of the degree to which co-ordinated or centralised 
bargaining may impose an excessive rigidity on wage developments, 
even allowing for the expression of market forces via the “ wages 
drift ’. 

The available evidence on wage structure and differentials suggests 
that skill differentials are still much wider in the U.S.A. than in 
Europe, and that, after closing for some time during and after the 
war with the tendency to award flat rate increases, skill differentials 
are at least stable now in the U.S.** There is no explicit attempt to 
interfere with differentials in the U.S. in the interests of a just wage, 
or solidarity among unions. In Sweden, what is significant is that, 
after some initial post-war success in narrowing sex and skill differen- 
tials, and in exalting the forestry workers of low degree, the secretariat 
of LO was commenting in 1956 that little progress had been made 
since 1950 towards a more solidaristic wages structure.'* The Swedes 
have fallen between market and social criteria, for their principles for 
solidarity in wages policy have been too vague, and been expressed 
in the form only of recommendations to the unions, so that market 
forces (the wage drift) have been able to preserve differentials above 
the formal contractual rates which may on the face of it be in keeping 
with solidarity. 

The Dutch have been much more successful and systematic in 
carrying out their declared policy of basing the wages structure on 


13 For data on the U.S.A. and elsewhere see H. M. Douty, ‘ Post-war Wage 
Bargaining in the United States’, Economica, Vol. XXIII, Nov. 1956; J. T. 
Dunlop and M. Rothbaum, ‘International Comparisons of Wage Structure ’, 
International Labour Review, Vol. 71, April 1955; Reynolds and Taft, The 
Evolution of Wage Structure, New Haven, 1956; Sturmthal (ed.), Contem- 
porary Collective Bargaining, Ithaca, 1957 (esp. pp. 334-48); Economic Survey 
of Europe in 1955, Ch. V, pp. 153-59. 

14 See LO’s statement jin Utldtanden Gver motioner. LO kongress, 1956. 
pp. 22-30: ‘It is probably no exaggeration to summarise by saying that the 
past congress period (since 1951) has witnessed an improvement in real wages 
as a whole, and in labour’s share of the total national income: but the develop- 
ment of wages is much less satisfactory if one attempts to assess it in the light 
of the frequently declared trade union policy of a wages structure which is 
based on solidarity between groups . . . there has been no significant progress 
in this respect during the period’ (p. 29) (my translation). LO finds the chief 
explanation for this in market forces (p. 30), but it is doubtful whether this 
is the whole story. The half-hearted attitude to job classification criteria, and 
the vague recommendations about ‘giving priority to lower-paid groups of 
workers’ have also played a part. 
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justice and on a scientific description and assessment of work and 
skills, and which allows for incentive and merit schemes to supplement 
the differentials fixed. The wages structure established in 1945 has 
been well maintained, with skill and semi-skill differentials 20 per cent. 
and 10 per cent. respectively above the social minimum wage for 
unskilled workers. The contrast between the Dutch and Swedish ex- 
perience suggests that private rationalisation of the wages structure, 
as attempted in Sweden, is likely to be less successful than the Dutch 
public system, because the former can appeal only to criteria estab- 
lished by the group, whereas a public system can be blamed by the 
unions for any discontent it engenders in the union ranks. It is 
obviously easier to control the wages structure by a determined central 
agency than by internal union appeals or rigid byelaws of employers’ 
organisations.'* 

If we summarise the evidence about wage and price trends, which 
is limited enough, the main feature for wages policy purposes is the 
contrast between the Dutch and other systems. Centralisation has 
given the Dutch a wages structure which is explicitly based on certain 
recognisable principles and criteria, but at the same time wages and 
salaries have the lowest share of the national income among the 


15 The meaning given to a wages policy of solidarity on p. 95 of Trade 
Unions and Full Employment is ‘ differentials according to the degree of diffi- 
culty of the work’, taking account of nature of work, work content, risks, 
qualifications of workers (cf. Adam Smith’s criteria for relative wages). This 
comes very near to the Dutch approach in principle, but in practice (see op. cit., 
p. 99) there is a very cautious, pragmatic approach in Sweden to the problem 
how far this systematic approach should be pushed. 

The basic difference between the Dutch and Swedish systems of approaching 
wage differentials is that, from the beginning of its wage determining functions. 
the Dutch Board of Mediators has developed machinery for central control 
of. and for flexibility in, wages structures. The problem of wages drifting is 
central to this discussion. The boundary line between legitimate and illegiti- 
mate wage increases is extremely narrow and difficult to draw. Rehn and 
Hansen, in 25 Economic Essays in Honour of Erik Lindahl, Stockholm, 1956, 
relate wages drifting of the latter kind to a lack of balance in the labour market 
rather than to high profits and productivity improvements. See also Léneglid- 
nine, Rapport fran expertgrupp tillsatt av SAF och LO, Stockholm, 1957. Wages 
drifting has averaged 4 per cent. per annum in Sweden in post-war years, 
though in 1951 and 1952 it reached 6 per cent. for male workers in industry. 
For 1957 it has been estimated by LO to be 24 per cent. It is noteworthy that 
the 1951 wage round was free, co-ordinated for 1952, and rather rigidly central- 
ised for 1957. The Dutch claim to penalise black market payments through 
the enforcement agency, though statistics of prosecutions are not made public, 
while at the same time allowing some scope for earnings to rise at the plant 
level above the standard rates (which are usually maxima and minima), on the 
basis of merit rating, job evaluation, and jncentive payment schemes. This 
provides quite an incentive to introduce such schemes! The Swedish report 
on the Dutch system comments rather slyly. after pointing to the difference of 
11 per cent. between actual earnings and centrally determined earnings between 
1947 and 1955, that ‘in Sweden we should have called this wages drifting’. 
But in fact the Dutch system does provide for local supplements. The differ- 
ence is that it tries as far as possible to control them. 
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countries discussed here, and there have been considerable fluctua- 
tions in real wages. The decentralised bargaining of the U.S. has been 
about as successful as the unified bargaining attempted in Sweden. 
If we take the whole post-war period, and allow the unions time to 
recover from wage restraint programmes, market forces have an ex- 
tremely important part to play, e.g., in Swedish wages drifting. A 
national approach can be rigid and successful in national emergencies 
—as the Dutch policy was—but in more ‘ normal’ times differentiation 
and flexibility soon become pressing forces. Flexibility can still be 
enforced by a central agency, however,’® and the differences between 
the countries lie in the nature of the economy, and the institutions 
and mechanisms through which market forces are allowed to operate. 


Some other criteria by which wages policy is often judged may 
be mentioned. Figures of industrial stoppages do at least shed some 
light on the use of resources, but they are not a reliable indicator, 
since days lost through stoppages are as much a function of market 
forces, and unemployment figures, as of wages policy decisions. With 
this qualification in mind, there is a broad contrast between the exper- 
ience of the U.S.A. and the other two countries. In both the Nether- 
lands and Sweden there has been a striking absence of loss of working 
time through strikes and lockouts in the post-war years, but there 
have been several years of violent direct action in the American labour 
market. While this may suggest that in part at least the more decentral- 
ised U.S. wage bargaining system is more prone to stoppages, it is 
just as arguable that days lost in the U.S. are a function of struggles 
to organise, of a higher level of unemployment. and a climate in which 
employers have had to resist claims. Industrial peace in Sweden and 
the Netherlands may have been bought at the price of freedom to 
bargain and irksome restrictions. Again the problem is one of the 
variety of pressures at work, and of where the process of accommoda- 
tion to these pressures occurs, e.g., in inflationary wage rises, strikes, 
cost of living rises, or intervention in freedom to bargain. 


'®6 The greater flexibility introduced into the Dutch system for 1956 was 
apparently intended to allow a ‘policy of margins’ to operate. in the sense 
that deviations above and below the general level of wages would be permitted. 
See Zoeteweij, op. cit., and P. S. Pels, ‘The Development of Collective Employ- 
ment Agreements in the Netherlands’, p. 121. in Contemporary Collective 
Bargaining. This policy was, as might be expected. not altogether successful. 
The differentiated wage increase for 1956 tried to give wage increases between 
3 per cent. and 6 per cent.. but more than 3 per cent. was to be permitted only 
if no consequential price increases occurred. In the event about 80 per cent. 
of workers obtained 6 per cent. The moral. as the Swedes have discovered, 
is that the more alternatives are given the less control can a central agency 
private or public, exercise. : 
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Figures of trade union membership are another doubtful criterion, 
but they are sometimes used in support of the argument that a free 
trade union movement cannot survive where freedom to bargain is 
transferred from the labour market to a national agency.’” In Sweden 
trade union membership in LO is almost at saturation point—it is the 
“done thing ’ to organise for all manner of purposes in Sweden—while 
the steady rise in membership of the three main trade union groups 
in the Netherlands suggests that a national wages policy has not 
damped the appeal of the unions to the membership. The argument 
about the irreconcilability of free trade unionism with a national wages 
policy thus turns rather on the stage of development which the move- 
ment has reached when national wage machinery is being evolved. 
A powerful and unified trade union movement like the Swedish LO 
has more to lose, and is better able to resist pressures for interfering 
with bargaining, than has a small divided movement such as the 
Dutch. In the U.S. union membership has continued to rise in absolute 
terms, but its relative stagnation at present is not a product of restric- 
tive wages policies—which, as suggested, have had little scope in the 
U.S.—but of the whole nature of American society. The influence on 
membership of Dave Beckism and the host of Runyonesque characters 
who have shuffled across the stage of the McClellan committee has 
still to be felt. 

Equally vague and inconclusive is the point that co-ordinated and 
centralised bargaining has had an adverse effect on the activity of 
local union branches. The problem has not arisen in the U.S., where 
there is great flexibility and decentralisation in bargaining. Plant-based 
locals are very vigorous in wage settlement, grievance procedure and 
contract administration. Even in the Netherlands, however, there is 
some scope for worker interest, if not local decision-making, at the 
plant level in incentive schemes, while in Sweden much of the admini- 
stration of agreements is deliberately entrusted to the locals. Despite 
this, grumbles are heard about the shift in policy-making from the 
local level, and it would be naive to deny that the conscious policy in 
both Sweden and the Netherlands to develop works councils is—in 
part at least—a sop to the members. Nevertheless, there is no con- 
clusive evidence that the local loses all its functions when decisions 
are handed down from above, because the work of interpreting and 
administering agreements may be extremely important, even in a 
central system of wage fixing. 


17 See Trade Unions and Full Employment, p. 88, for the view of the 
Swedish LO on this point. 
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In this section some of the main issues arising out of the experience 
discussed will be considered. 
1. The meaning of equity. A conscious attempt has been made in the 
Netherlands since the socially necessary wage was computed in 1945 
to practise a policy of ‘equal pay for equal work’, by which is meant 
‘work that is equivalent by the criterion of a system of job evalua- 
tion.”'* An inter-industry system of job classification and evaluation 
has been developed. By contrast, the Swedish trade union movement 
has flirted somewhat with job evaluation as one criterion by which 
its wages policy council will endeavour to assess relative claims among 
unions and bestow its favoured recommendations for action, but it 
has not so far been too successful in practising a policy of solidarity 
in wages. In part, this has followed from the reluctance to make 
specific recommendations and adjudicate in any precise manner 
between unions’ claims. Until recently, it has been all too easy for 
unions to pay lip-service to the ‘recommendations ’—a word LO 
stresses—and to continue to bargain at the industrial, failing which 
the plant level, in the light of market considerations. The structure of 
agreements usually makes this possible in private employment. The 
paradox which then arises is that the Swedish unions have not always 
practised the solidarity which has been preached, yet of all union 
movements the Swedish trade union movement is one of the most 
homogeneous in outlook and structure. No comparable social criteria, 
whether vague or precise, have been at work in U.S. wage determina- 
tion, apart from the floor, at present one dollar per hour, placed on 
wages for inter-state commerce—which leaves big gaps for state action 
—under the Fair Labor Standards Act of 1938. 
2. Synchronisation of bargaining. All discussion of a national wages 
policy recognises the importance of ‘reference to the economic situa- 
tion as a whole’, and various approaches are attempted. In Sweden 
there is normally a clear annual wage negotiation fixture list from late 
autumn to February, but this voluntary co-ordination is almost entirely 
the product of such forces as the structure of certain seasonal indus- 
tries, the budget, agricultural price-fixing, and self-interest. Voluntary 
co-ordination is a vulnerable mechanism, in that it allows the various 
pressure groups to make fairly precise ex ante calculations of the 


'® Zoeteweij. op. cit.. p. 161. See also Levenbach. ‘Collective Bargaining 
and Government Wage Regulation jn the Netherlands, Modern Law Review, 
1953, p. 462: *. .. in controlling wages a government body must co-ordinate 
them according to job-content and irrespective of the profits in any special 
industry or enterprise, in order to promote justice and stability on the labour 
market... . If the Board approves a wage differential it must justify jt.’ 
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consequences of their own actions and of those of other groups as 
well. This worked very badly in the free-for-all wage round for 1951, 
when the rising price level created great uncertainty, and some of the 
private assessments of price trends turned out to be too low. This 
produced a reaction in the co-ordinated round for 1952, which was 
constructed in such a way as to compensate the unlucky. 


There is no clear seasonal pattern in the U.S. or the Netherlands. 
Quite apart from seasonal co-ordination, however, one of the main 
attributes of the Dutch system is that it co-ordinates the whole policy 
process of income allocation. Interdependency is expressly recognised 
and catered for. There is no scope for whipsawing and leapfrogging 
in a central approach which tackles all the main income distribution 
problems at one time. This was evidenced in March 1951, for example, 
when a specific policy was accepted involving sacrifices by all groups, 
in the decision of 1952 to use the scope which would otherwise have 
been available for wage rises for the purpose of meeting contributions 
to the compulsory unemployment insurance scheme, and in the 1957 
increase in rents for which some compensatory rise in wages was 
permitted. One of the main virtues of this system is that such issues 
can be squarely faced. Where there is no conscious national or union 
co-ordination, as in the U.S. and U.K., there is a problem of when a 
particular wage round has ended,*® and of the ‘push’ and ‘ pull’ 
arguments. In July 1957, for instance, there was a bitter debate in 
the U.S.A. as to whether steel prices had been pushed up by the steel 
bosses, or pulled up by the incremental wage factor in the current 
steel contracts. 


Improvement in economic forecasting has been looked on as one 
essential for a truly national wages policy.*® This has not always 
met with approval, although it seems strange”’ to find the Dutch 
Social and Economic Council stressing that strictly periodic reports 
and forecasts are undesirable because they might create artificial and 
unnecessary pressures on the formation of wages. On balance, how- 
ever, this is no argument against forecasting per se, but rather an 
argument for better and more reliable forecasting by and for everyone, 


19 A more discontinuous movement in wages in the Netherlands and Sweden 

than in the U.S. and U.K. is suggested by chart 6, in OEEC General Statistics 
in, Jan. 1958, p. XII. 

ares ee lea: Finanspolitikens ekonomiska teori, Stockholm, 1955, 

Ch. XVII, for a discussion of this problem. 

21 Strange, in that Dutch forecasting seems to have compared favourably 
with that of the U.K. and Scandinavia. See H. Theil, ‘Who Forecasts Best? 
National Economic Papers, No. 5. The view of the Dutch Social and Economic 
Council quoted above is taken from Economic Survey of Europe in 1955, 
p. 167, footnote 107. 
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since unions and employers will always use whatever statistical material 
is to hand for their own purposes. The Dutch system comes closest 
to the Beveridge criteria of both internal union and external co-ordina- 
tion with reference to the economic situation as a whole,’? while the 
Swedes pursue external co-ordination by seasonal bargaining and by 
private and informal assessment of trends. American contracts, par- 
ticularly those containing an ‘annual improvement factor’, are no 
less based on the realistic assumption that normal increases in produc- 
tive efficiency should allow annual real increments. Everyone hopes 
for a rising trend, therefore, irrespective of the bargaining synchronisa- 
tion practised, and the outcome is more a matter of efficient forecasting 
and bargaining than of the precise nature of the synchronising 
machinery. 


3. The level of bargaining. The fundamental theoretical question in 
any type of supra-plant bargaining is that of the particular firm or 
industry to which the attack is directed. Which firms are aimed at, 
and taken as ‘typical’? Which industries become the target for 
attack? The dilemma of deciding between the most efficient firm or 
industry, Marshall’s representative firm, or the marginal unit, have 
emerged graphically from post-war bargaining in Sweden and the 
Netherlands. The problem arises if the wage level is co-ordinated or 
determined at too high a level—thus forcing out the firms whose 
wage costs become excessive—or too low a level, leaving capacity to 
pay to find expression in wages drifting in the more efficient industries 
and firms. In Sweden the problem of equity in wages policy has 
frequently produced restraint in LO recommendations, and in the 
industry-wide bargains, which have subsequently come to naught 
through wages drifting upwards. This has led Rehn to the formulation 
of his profit-damping theory, that wage rises can only be restrained 
when profit levels are damped down by taxation.?* The possible 
elimination of marginal firms is explicitly recognised. A _ similar 
problem in the Netherlands of reconciling social justice with the interest 
and ability of the efficient firms and industries to pay more if they 
can get away with it was reflected in the central control of fringe 
provisions, the supervision of a job classification scheme, the enforce- 


22 W. H. Beveridge, Full Employment in a Free Society, pp. 199-200. 

23 See Wages Policy under Full Employment (ed. Turvey), London, 1952; 
Trade Unions and Fu!l Employment, LO, Stockholm, 1953; Lundberg, 
Business Cycles and Economic Policy, London, 1957, ch. X; and Hansen, 
op. cit., ch. XVII, for discussion of this policy. 
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ment of regulations, and also in the cries of recent years for greater 
differentiation of wage levels by industry and firm. 


This dilemma of the level of bargaining only arises when co- 
ordination, public or private, is attempted. In the U.S. key and pattern 
bargains allow more deliberate flexibility in the short run than do 
industry-wide bargains, and in any case the desire for solidarity is less 
marked. However, key and pattern bargaining suggest that, if the 
most profitable firm, or the one least willing to face a shut down, is 
attacked first for increases, the marginal firms are still in danger— 
though less imminent than in Sweden and the Netherlands—of being 
pulled up by the pressure to rationalise, or forced out. The possibilities 
of survival are greater, however, for the marginal firm when a rigid 
industry-wide bargain is not imposed. Some attempt by American 
stee] firms to counter the union tactic of first attacking the United 
States Stee] Corporation for increases, but striking the whole basic 
steel industry if this failed, was attempted in 1956, when the 12 largest 
steel producing firms negotiated the general lines of the new contracts 
with the steelworkers.?* Separate contracts were still concluded for 
each firm, however, after the general framework was agreed upon. If 
industry-wide bargaining does develop in the U.S. a problem similar 
to that of the Netherlands and Sweden will emerge unless industry- 
wide agreements are made flexible enough to allow some tolerance 
and differentiation between firms. 


The evidence from the experience of the three countries discussed 
in this article is not conclusive with regard to the type of wages policy 
towards which we in Britain should be striving. It would be surprising 
if everyone were to return from the Cook’s tour singing ‘ Behold, how 
good and how pleasant it is for brethren to dwell together in unity.’ 
Certain lessons may be drawn on particular points and from the 
application of certain principles. The Dutch experiment in devising 


24 Zoeteweij, op. cit., p. 174, also envisages the marginal firms being squeezed 
out of business by a policy which aims at firms above the margin. An alterna- 
tive Dutch method to that of Rehn for mopping up the differential profits 
which inspire unbrotherly love in the hearts of workers and employers is 
advanced by A. Vermeulen, in ‘ Collective Profit Sharing ’, International Labour 
Review, Vol. 67, 1953, p. 495 et seq. Vermeulen’s approach differs from that 
of Rehn in taking an individual philosophical approach to property as being 
‘natural to man’. His argument is that, while wage restraint is often necessary 
in order to provide the level of profits necessary for new investment, and for 
keeping costs competitive internationally, this method involves an intensification 
of the inequality of distribution of property. Trade union restraint is therefore 
impossible unless there is a collective profit-sharing scheme which would 
impose a strong compulsion on workers to invest their share of profits, via 
a workers’ profit bank, in a central investment corporation. 

25 One of the incentives which led to insistence by the Swedish SAF on 
industry-wide bargaining, and the use of industry wide lockouts, was the 
whipsawing which could be practised if unions attacked each employer in turn. 
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a central set of principles for the wages structure has been successful 
by the object it was designed to serve ; the Swedish treatment of wages 
differentials has not fulfilled the policy goals of the union movement, 
but nevertheless large increases in real wages have been obtained. 
The Swedish experiments at devising private and voluntary machinery 
for wage fixing in full employment are worthy of study because that 
approach is the one which evokes most sympathy in this country. The 
great flexibility and decentralisation in bargaining in the U.S. fulfils 
many of the requirements which Mr. Robertson would like to see 
introduced. 

One other general point which is very striking, particularly in 
Sweden, is the brilliant and lively discussion of these problems which 
has originated among the economists of the trade union movement 
itself. A related feature is that in both Sweden and the Netherlands 
the labour market organisations have undertaken an immense educa- 
tional campaign to present the various alternatives to their member 
groups. While this has not been necessary in the U.S. framework, 
it seems obvious that we in Britain have something to learn from the 
European approach. 

In conclusion, the evidence adduced here seems to support the 
view that every wages policy, at whatever level it is conceived, has 
to be fitted into the general economic framework. The precise manner 
in which this is done is a matter of weighing the alternatives open to 
each individual country. The pressures generated by full employment 
policies can be absorbed at different points, and in each country the 
nature and structure of the economy, and of the various institutional 
pressure groups, will determine and limit the manner in which these 
pressures can be, and are, processed and adjusted. 


T. L. JoHNSTON 
University of Edinburgh 


THE CONDITIONS FOR THE AVOIDANCE OF THE SPIRAL 


THOUGH their suggestions differ in other respects, Mr. Flanders and 
Mr. Robertson have in common the proposal that distinct functions 
should be assigned to local and to industry-wide bargaining. I believe 
this proposal is a fruitful one: in particular, I believe that in Mr. 
Robertson’s case for the development of local agreements there lie 
constructive possibilities for the improvement of our industrial rela- 
tions. But I doubt whether the proposed arrangements would enable 
us to keep the full employment we have known in the past twelve 
years without the price-cost spiral that has hitherto accompanied it. 
Let me give my reasons in each instance. 

Mr. Flanders suggests that a tripartite national conference should 
endeavour to agree year by year on a programme of wage changes, 
to be recommended for adoption by the parties to the existing pro- 
cedures for bargaining and regulation ; through these procedures also 
the wage structure within each industry might be adjusted from time 
to time, but such adjustments must not be allowed to raise pay in the 
aggregate. But I do not see what safeguards there are here to prevent 
money wages being continually raised through the programme, or the 
structure, or both, so long as effective demand is tending to pull wages 
up. In many recent years the possibility of a rise in wages has not 
been discernible by knowledgeable negotiators alone but has been 
plain for the individual workman to see every day in the workshop— 
the overtime, the anxiety of management to secure recruits, the relative 
importance it attaches to keeping costs down and getting output up, 
all these must have made it clear that a rise was in the cards. In such 
times the officers of a union cannot practise wage restraint for long, 
or they will lose control; and even if negotiated rates are held back, 
a wage drift will set in. I think Mr. Flanders would check the drift 
by having compulsory arbitration strengthen the hands of those em- 
ployers who were not disposed to take part in it, and employers’ 
associations discipline those who were: but what of the strike against 
an award? and what of the fudging of wage books? I do not believe 
that either trade unions or employers’ associations possess within 
themselves an authority that would enable them to stop their members 
raising wages when both employer and employed are moved to raise 
them—that is, so long as there is excess demand. 

Mr. Robertson would have industry-wide negotiations deal only 
with minimum wages, which should be regulated in the light of equity, 
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while the standard rates that apply job by job would be negotiated 
locally in the light of supply and demand. If I understand him aright, 
he claims not that this would stop wages rising under the pull of excess 
demand, but that it would transfer the fixing of standard rates from 
the front where fiscal and monetary restraints are ineffective to the 
front where they really can hold the line. For he suggests reasons why 
capacity to pay means little, and can do little to resist the pushing up 
of prices by costs, when wage negotiations have a broad coverage, 
but has both meaning and force when wages are negotiated for one 
firm at a time. Evidently the local adjustment of standard rates in the 
light of supply and demand will cause money wages to rise so long as 
there is excess demand, and Mr. Robertson’s plan must suppose that 
this has been removed. What he adds to the familiar case for dis- 
inflation is a proposal for checking the upward push that he believes 
can raise wages even when there is no pull of excess demand: he would 
remove the determination of standard rates from the industry-wide 
level at which alone he believes this push operates. But if unions can 
get advances by industry-wide bargaining that they cannot get if they 
negotiate firm by firm, they are not likely to give up industry-wide — 
bargaining ; or if they did restrict this to the fixing of minima, they 
would use a rise of the minimum to raise all the other rates with it. 
So long as the possibility of industry-wide bargaining exists, restraints 
on wage movements must be effective at that level if they are to be 
effective at all. I think there is force in what I believe to be Mr. 
Robertson’s view that even the absence of excess demand is not neces- 
sarily a sufficient restraint at that level, but if he is right then I am 
afraid his plan will not work. Its working is in any case dependent 
on firms being made unwilling to let wages rise when this would raise 
their unit costs, and that implies adjusting effective demand. Mr. 
Robertson does not think this is a sufficient condition for the inhibi- 
tion of the price-cost spiral, but I think he would agree it is a 
necessary one. 


So in considering both these proposals I have found myself brought 
back to the need to adjust demand. It seems to me probable that 
national money income will continue to rise faster than national real 
income so long as proposed rises in pay that will raise unit costs are 
not generally seen to imperil turnover and employment. That they 
shall be so seen requires a market that already contains little unsatis- 
fied demand. I feel bound to lay stress on this, because there is an 
unwelcome implication to be faced: in that state of the market there 
will be more unemployment than we have had in the past twelve years. 


This seems to follow for more than one reason. We know that at 
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any one time the margin between selling price and unit costs is very 
different in different sectors of the economy: in one industry the 
profitability of firms differs widely, in the economy as a whole a 
particular industry or occupation may have lost some of the demand 
which used to sustain the labour force still attached to it. So if every- 
one is to be engaged at the point where he is available now, the exten- 
sion of employment encounters rising marginal costs, and is possible 
beyond a certain point only if effective demand rules so high that the 
more advantageous sectors are highly profitable and short of labour 
accordingly. Given time, much of the labour at present in the less 
advantageous fringe could move to the vacancies that would await it 
elsewhere even at a lower level of effective demand; but the aggre- 
gate of unemployment depends not only on the number who lose a 
job but on the span of time it takes them to find another, and can 
hardly be reduced beyond a certain point unless that span is kept 
down by ensuring that jobs are not far to seek. But that means cover- 
ing some high marginal costs of employment. There is another reason 
why those costs rise—the falling personal quality of successive recruits 
who must be paid the same hourly rate. The working population 
leaves off, along one boundary, where the institutional care of the 
physically and mentally unfit begins, and it seems probable that the 
workers who lie nearest the boundary can provide labour only at a 
higher cost than others of the same nominal description, and will be 
secure of a job only if that marginal cost is covered. 


The two essentials in these considerations have been the immobil- 
ity, in the short run, of labour of most kinds, and the poor personal 
quality of the fringe of unskilled labour. These provide the character- 
istics of the greater unemployment which is the probable consequence 
of the removal of excess demand: there would be more transitional 
unemployment, not necessarily because more men had to find a new 
job but because finding one would take longer ; and those who were 
least qualified for employment would have longer spells out of work. 


I believe that it is this we have to weigh in the balance against the 
benefit of checking the price-cost spiral. In assessing it we should 
remember that it is a by-product of the check and not its instrument. 
I do not myself believe that there is any dependable relation between 
the rate of change of money incomes and the level of unemployment 
even when that is considered only as an index of the strength of the 
forces that bear directly on incomes. Still less do I believe that un- 
employment is one of those forces itself. It is quite wrong to suppose 
that unemployment inherently has to be created if costs are to be 
stopped rising. With greater short-run mobility of labour and an 
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improved personal quality at the margin of the working population, 
a balanced demand would be compatible with less unemployment. By 
the same token, the continuance of whatever level of unemployment 
a balanced demand would entail at present would be compatible, if 
population grows, with a continued increase in the numbers employed : 
for this unemployment would represent an aggregate of local and per- 
sonal problems of availability rather than a failure of demand to 
provide for the employment of the whole of an available labour force. 

Even so, we are confronted with a choice between two evils. The 
humanitarian considerations are not all on one side, because inflation 
imposes some hardships while it is still gradual, and carries the risk 
of disaster if it runs away. But if we think that the need to check 
inflation warrants some increase in unemployment, we should try to 
do more to help the unemployed individually. If we cease to cover 
some high marginal costs of employment by excess demand, we should 
try to reduce them at the points where a lower demand lays them 
bare. We should regard it as an integral part of full employment 
policy to maintain agencies and apply resources to provide more jobs 
at particular places and help particular men and women raise their 
employability. 

E. H. PHELPS BROWN 


London School of Economics and Political Science 
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THE problem of wage inflation, as it has come to be discussed in this 
country in the past few years, poses a number of questions. It is, at 
the outset, none too clear that the British problem has been a straight- 
forward theoretical case of wage-inflation, to be identified with a too- 
rapid rise of wages, for whatever reason. Assuming for the sake of 
argument that the nub has indeed been the rate of wage increase, 
three questions then arise—the cause of the upward movement of 
wages, the desirability of stopping inflation, in the light of the possible 
cost of so doing, and the method that should be adopted for doing so. 
Views on these matters tend to fall into two schools: that wage 
inflation is due to excess demand, that inflation is a major evil which 
must be stopped, and that the obvious method to follow is compres- 
sion of effective demand ; and that inflation is due largely to methods 
of wage-determination inappropriate to a full-employment economy, 
that it is a minor evil, the cost of stopping which may easily be too 
great,’ and that the obvious method to adopt is some sort of national 
wages policy. These views are of course not always held in the indi- 
cated combinations, nor do adherents of the two schools necessarily 
disagree very strongly with one another. But the two schools serve 
as a convenient reference system, and it would not, I think, be unfair 
to place Mr. Parkinson in the first and Messrs. Robertson and Flanders 
in the second. 

So far as the first problem (the cause of inflation) is concerned, 
I am inclined to agree with the view of Mr. Parkinson (and the Cohen 
Committee and others) that the predominant factor has been high 
demand. But I would emphasise more strongly that a prolonged 
wage inflation sets up its own momentum through the establishment 
of mechanisms of automatic wage increase, analysed by both Mr. 
Robertson and Mr. Flanders, which will keep the inflationary process 
going for a considerable time after demand-restriction policies have 
been applied—especially if they have not been applied with convinc- 
ing determination. I find it very difficult to accept Mr. Robertson’s 
view that the trouble lies in the central negotiation of standard rates, 
which removes negotiation from the direct impact of economic pres- 
sure: surely the gentlemen involved are capable of reading their news- 

1 The view that the right way to stop it is the negative-cost one of in- 
creasing productivity sufficiently rapidly to cover rising wages seems to rest 


either on a failure to understand the Keynesian revolution or on the naive view 
that wages are determined independently of productivity. 
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papers and putting 2 and 2 together—in the cases where 2 and 2 
actually will make 4. Still more difficult do I find it to accept Mr. 
Flanders’ picture of trade unionists as responsible chaps who want to 
hold wages down but are victims of a system of their own devising 
which forces them to demand increases. On the contrary, the present 
functioning of collective bargaining seems largely a way by which 
unions can profit from the high level of demand while dodging the 
political stigma of ‘ irresponsibility ’, which practitioners of the public 
school ethic so often try to use as an instrument of economic policy.” 
Both writers seem to me to be attributing to the methods of collective 
bargaining results which are really attributable to the environment of 
sustained high and often excessive demand for labour in which col- 
lective bargaining has operated during the post-war period. 

On the second question, the desirability of stopping inflation and 
the cost of so doing, I incline to the views of the second school. The 
argument against inflation of the kind this country (in common with 
many others) has been having since the war can scarcely be based on 
any serious demonstrable damage which inflation (as distinct from the 
effort to stop it by demand deflation) has inflicted in the form of 
economic waste, slower growth, or intolerable economic injustice to 
large deserving groups, that otherwise would not have occurred. If 
Mr. Parkinson’s argument that the marginal productivity of labour may 
be negative in inflationary conditions were empirically significant, mild 
demand deflation would increase output, and it would not be necessary 
to protest that the loss of production or growth is only temporary, and 
may pave the way to a faster rate of growth later on.* Nor is it enough 
to argue that growth would probably be no slower with a higher level 
of unemployment (an argument which is itself debatable) since, with 
more unemployment, total and per capita output would be less at 
any point in the future. Again, the proportion of the population which 
is seriously injured by inflation is comparatively small, and the evil 
could be remedied by more direct means than stopping the inflation.* 


* The habit of using the terms ‘ responsible’ and ‘rational’ without specifi- 

cation of their meaning, into which Mr. Flanders among others has let himself 
fall, is a potent source of confusion in thinking about economic policy. 
_ 3 Mr. Parkinson’s penultimate paragraph is difficult to understand. He 
implies that the growth rate would be higher with less unemployment, but 
that this might be offset by interruptions due to crises. Why these crises 
should occur, and why they would be avoided by a higher percentage of 
unemployment, is not explained: surely price stability is not by itself sufficient 
to prevent crises and permit steady growth. 

“Much of the loss of real income to certain groups commonly ascribed to 
the present kind of inflation should be ascribed to the effects of wartime and 
immediate post-war inflation, and to the altered relation between prices of 
manufactured goods and those of food and materials. It is sometimes argued 
that if the injured were compensated there would be hyperinflation; as an 
empirical proposition I find this unconvincing. : 
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Instead the case against inflation has rested, and continues to rest, 
on dire and hitherto unsupported predictions either of hyperinflation 
or of balance-of-payments crises leading to mass unemployment be- 
cause imports of materials essential to production cannot be paid 
for. As to the first, there are no relevant historical cases of hyper- 
inflation which cannot be traced to the effect of war and its aftermath ; 
and though people and institutions have been adapting their behaviour 
to the assumption of continuing inflation, there is no evidence so far 
of a threatening acceleration in the rate of price increase. As to the 
second, it is true that continuing inflation, in conjunction with our 
policy of maintaining a fixed exchange rate and preserving London’s 
role as a world financial centre, must lead to recurrent trouble. But 
such trouble is highly unlikely, to say the least, to be as catastrophic 
as this argument for stopping inflation requires ; and it seems unreason- 
able that the prospect of it should be ascribed solely to inflation, 
when it might just as well be laid at the door of the country’s inter- 
national financial policy. 

On a reasonable view, the argument against inflation in Britain 
is neither that it imposes great current economic losses nor that it 
holds the prospect of major economic catastrophe, but that the gradual 
erosion of the value of money entails a host of unfairnesses—some 
cumulative and some temporary, but all irritating—between different 
members of the community, and makes more complicated and frustrat- 
ing the tasks of economic calculation for all concerned, including the 
Government itself.° 

How much weight should be attached to this argument is a diffi- 
cult problem in the making of value judgments to which neither the 
convenience of a decent salaried existence nor the habit of thinking 
of the working class in R.S.P.C.A. terms is a fair guide. But it is at 
least arguable that neither the desperate need in the 1930’s for more 
employment nor the desperate need in the 1940’s for more production 
is the appropriate standard for the present situation, and that the 
country can probably now afford to trade some loss of output and 
cmployment for greater stability of prices. 

The desirability of restraining inflation has to be weighed against 
its cost. On what the cost of achieving price stability by controlling 
demand might be, Mr. Parkinson has some useful things to say. One 
of these is that much higher unemployment percentages than those 
regarded by some commentators as intolerable have in fact ruled in 
particular regions, without either setting off the upheavals sometimes 


5 A further argument, that adjustment to change tends to be slower when 
many things are in short supply, is an objection to high demand rather than 


rising prices as such. 
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predicted, or even stirring the social conscience. Another is the sug- 
gestion that it is the movement of demand and employment relative 
to the level which is regarded as normal, rather than the absolute 
level of unemployment which influences wage bargaining. This 1s 
important in assessing the relevance or otherwise to the current situa- 
tion of experience in the interwar period, when a great deal of the 
prevailing unemployment was long-term unemployment;° even so, 3 
per cent. seems a rather optimistic estimate of the unemployment that 
would be required to stop wage inflation. 


Mr. Parkinson is also, in my view, correct in holding that demand 
restriction offers a more effective method of stopping wage inflation 
than a national wages policy. But I would prefer to put the point 
another way: that a national wages policy is unlikely to be either 
acceptable or workable unless backed up by adequate control of 
effective demand. Without that, the changes in collective bargaining 
procedures suggested by Mr. Robertson and Mr. Flanders—if they 
could be introduced, which is doubtful—would be very unlikely to do 
anything to prevent wage-inflation, whatever other merits these inno- 
vations might have. At least, neither author provides any convincing 
reason for thinking that his proposals will stop the wage slide. In 
addition, Mr. Flanders seems to me to confuse the issue by his intro- 
ductory non sequitur: the public interest in the results of collective 
bargaining has so far been ‘ undefended ’, not because the Government 
does not participate, corporate-state-fashion, in the bargaining process, 
but because Governments have chosen not to use the traditional means 
of defending the public interest by controlling the environment within 
which bargains are struck. 

Mr. Robertson and Mr. Flanders are, however, right in insisting, 
in opposition to Mr. Parkinson, that the machinery of collective 
bargaining needs improvement. But the argument for improving it 
should be addressed far more directly to the self-interest of the union 
movement, particularly its more progressive elements, than to its 
willingness to make sacrifices in the service of a larger national inter- 
est. The objection to the present system is a double one: it tends 
to make the improvement in real wages obtained by bargaining less 
than it might be, and at the same time it allows unions to appear to 
be doing more for their members than they are in fact doing. More 
centralised co-ordination of strategic bargains and decentralised work- 
ing out of detailed applications could both enable unions to obtain 
larger increases in real wages for their members and put more pressure 


® One pertinent fact is that the unemployed tended to drop out of union 
membership and so ceased to have any direct influence on union policy. 
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on them to try to do so; the resulting pressure towards a more 
efficient economy would be of national benefit. There have been signs 
that experience of the illusoriness of the benefits of wage inflation has 
been inclining the leaders of the trade union movement to take a more 
favourable attitude towards a national wages policy. It is conceivable 
that experience of bargaining in an environment of constrained 
demand might lead to a greater concentration on the means of ob- 
taining real wage increases for members, and particularly on the ways 
in which union action can help to increase productivity. 


HarrY G. JOHNSON 
University of Manchester 


CENTRALIZED WAGES POLICY 


AT the outset of his article Mr. Flanders states that ‘the case for a 
national wages policy rests on the single and simple premise, that there 
is an undefended public interest in the results of collective bargaining.’ 
It may, however, be questioned whether the results of collective bar- 
gaining are as bad as Mr. Flanders assumes, or, if they are, whether a 
national wages policy is the best way of protecting the public interest. 

Since the ability to fix a price above the equilibrium level in any 
market depends upon the enjoyment of a degree of monopoly, it 
follows that Mr. Flanders’ initial proposition must rest on the 
assumption that the trade unions have, under full employment, a pre- 
ponderant bargaining strength. Henry Simons,’ Charles Lindblom? 
and, more recently, Edward H. Chamberlain,* have argued with ruth- 
less logic and passionate conviction that trade union bargaining power 
menaces the general public welfare, and threatens to undermine the 
basis of a free society. This point of view was also much in the mind 
of F. A. Hayek when he wrote his famous polemic against collectivism, 
The Road to Serfdom. Though it is ironical to find an editor of 
Socialist Commentary starting his analysis from the same basic 
assumptions as these well-known advocates of extreme liberalism, it 
cannot be said that the remedies which he suggests have much in 
common with theirs. The difference between them lies in the fact that 
Mr. Flanders believes in the value of strong trade unionism and wishes 
to prevent unions from inadvertently abusing their bargaining power. 
But in proposing to do this by strengthening the unions in order to 
take the collective control of wages a stage further than at present, 
his cure will appear to many people worse than the disease, and they 
may well ask why the power of the unions should not be curbed, 
rather than enhanced, if it is they who are the cause of our economic 
difficulties. 

The view that the trade unions are able to exercise a marked 
influence on the course of wages has been sharply challenged by many 
economists, both from the point of view of theory,’ and as a result 
of careful empirical studies.° Opinion as to the impact of the unions 


? Henry Simons, Economic Policy for a Free Society (1948). 

°C. E. Lindblom, Unions and Capitalism (1949). 

paced nb Chamberlain, The Economic Analysis of Labor Union Power (1958). 

4 Milton Friedman, ‘Some Comments on the Significance of Labor Unions 
for Economic Policy’, in The Impact of the Union. Ed. D. M. Wright (1951). 

° For a discussion of the literature see C. Kerr, ‘Wage Relationships—The 
Comparative Impact of Market and Power Forces’, in The Theory of Wage 
Determination (1957), Ed. J. T. Dunlop, and L. G. Reynolds and C. Taft, The 
Evolution of Wage Structure (1956). 
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is divided, but it is significant that writers who were in the past strong 
institutionalists, such as Clark Kerr and to a lesser extent A. M. Ross, 
should now consider that economic forces operating within the labour 
market, especially as they affect its general wage level, are stronger 
than they had at one time supposed.’ This is not to deny that institu- 
tions are important, or that on occasion institutional patterns of 
behaviour may have a decided influence, but I would suggest that 
Mr. Flanders gives far too much weight to the power of the unions 
to shape independently the course of economic events. 

Though Mr. Flanders appears to have adopted the ‘ cost-push’ 
theory of inflation and contemptuously dismisses its control by means 
of monetary and fiscal policies, he nevertheless places considerable 
emphasis on the significance of ‘ wage drift’. Indeed the control of 
“wage drift’ is the fundamental object of his national wages policy. 
In Mr. Flanders’ opinion the cause of the gap between wage rates and 
earnings is due to the fact that there are large areas of industry and 
commerce that are only partially organised, and also to the fact that 
collective agreements are not rigorously enforced on the parties. In 
other words, the earnings gap is due to the breakdown of the system 
of regulation which unions and employers seek to impose on the 
labour market by entering into collective agreements. To account for 
the breakdown Mr. Flanders has suggested the existence of a complex 
pattern of economic and social competition which somehow exists as 
an autonomous phenomenon. All this is extremely interesting, but it 
leaves unanswered the simple question of how this process can continue 
without an increase in demand. 

We know that the difference between wage rates and earnings 
was extremely small before the war. We also know, from observation 
of the statistics of wage rates and earnings in several countries (see, 
for example, Mr. Johnston’s article) that ‘wage drift’ occurs when 
the level of wage rates is set below that which would be induced by 
the level of demand. It is also equally clear that when employers do 
not find it profitable to pay above negotiated rates they put up much 
greater resistance to doing so. It would, therefore, seem to be a reason- 
able conclusion that ‘ wage drift’ would not exist if employers could 
not pass on their higher costs to prices. To get rid of wage drift by 
regulation, it must be emphasised, is not necessarily to get rid of in- 
flation. If all wages were frozen, but the Government continued to 
generate an inflationary level of aggregate demand there would either 
be created a black market in higher wages, or else there would be, 


6 See Clark Kerr, op. cit.; A. M. Ross. ‘The External Wage Structure’ in 
New Concepts in Wage Determination (1957). 
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sooner or later, a wage explosion; both these results have occurred 
in Holland, and other central wage policy countries.’ The key problem 
is, therefore, to maintain an aggregate level of demand that will keep 
aggregate wage increases in balance with the rate at which the total 
output of goods and services is rising. 

The school of thought to which Mr. Flanders belongs think that 
this course is impossible for the following reasons: (1) That the 
curtailment of the level of demand to a non-inflationary level is im- 
possible without provoking a head-on clash with the unions; (2) 
That the critical level of unemployment that would be required to 
keep wage increases in balance with the output of goods and services 
is far above tolerable limits; (3) That it is only by maintaining an 
inflationary level of demand that a rapid rise in production can be 
achieved. 

It is possible that the unions will prefer to strike rather than agree 
to accept a reduction in the pace at which money wages have expanded 
in the past decade, even if there is no slackening in the growth of 
real wages, but there is no a priori reason why they should. Nor do 
I believe that empirical evidence supports the view recently advanced 
by Mr. Clegg and Mr. Adams and apparently supported by Mr. Flan- 
ders, that the unions will only relinquish an inflationary rate of wage 
increase at the price of massive industrial unrest.* The argument 
advanced in support of this contention is based on a grossly over- 
simplified notion of the extent to which wages are autonomously 
determined. The real world of collective bargaining is much less 
ideological and more hard-headed than I think Mr. Flanders assumes. 
Union leaders may often give the impression that they are insensitive 
to changes in the market environment, but they cannot and do not 
ignore the economic climate to the extent that has been suggested. 
If they did it would be difficult to account for the sharp fall in the 
rate of wage increases in the past three years. 

Some economists believe that the level of unemployment would 
have to reach catastrophic proportions before wage increases could be 
checked.*® It is impossible to be dogmatic about the critical level 
of unemployment, but I feel that Mr. Parkinson is not over-optimistic 
in suggesting that in conditions prevailing in Britain at the present 
time, an inflationary rate of expansion would be checked by the time 
that three per cent. had been reached. 

I am not convinced that a change of this order of magnitude would 


7 See B. C. Roberts, National Wages Policy in War and Peace. 
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be quite ineffective by the argument that wages rose in the interwar 
period when unemployment exceeded ten per cent., or that wages have 
risen at an inflationary pace in America and other countries when 
the level of unemployment has been well above that prevailing in 
Britain. Even at ten per cent. unemployment the majority of business 
firms would be making a profit, and, over time, technical efficiency 
would be rising ; it would, therefore, be possible to raise wages with- 
Out increasing costs. Furthermore, when assessing the effect of a 
change in the demand for labour it is necessary to take into account 
the nature of the change. If the level of unemployment is due to 
structural factors and is mainly located in certain industries and con- 
fined to specific areas, the overall average may rise significantly, but 
with little effect on the average supply price of labour. It would not 
follow, however, that a small fall in the general level of demand for 
labour would have no effect on the general level of wages; it may 
have, in fact, a considerable effect. What is significant is not the 
absolute level of unemployment, but the change in the level. An 
increase of unemployment of from say two to three per cent., after 
a long period at the former level, may be more depressing to wage 
advances than say a rise from ten to twelve per cent. unemployed. 
Having checked the demand inflation it should be possible to ease 
back to two per cent. and with care to maintain stability of prices. 
In evaluating the relation between changes in the aggregate level of 
demand, the degree of unemployment and wage movements, the dif- 
ferent types of situation must be distinguished. 

Those economists who reject the use of monetary and fiscal policies 
as the main weapons to be used against inflation, because they prefer 
a society which is controlled by administrative methods, rather than 
through market forces, have convinced themselves that inflation is a 
necessary stimulant of a rapid rate of economic growth. Some of them 
rate the benefits of inflation so highly they have come close to suggest- 
ing that it is better to try to spend a way out of inflation rather than 
cut back the level of demand until price stability is achieved. This 
attitude is partly due to a tendency to confuse long-run trends with 
the short-run effects of a change in the level of demand. An expansion 
of demand in a situation in which resources are under-employed will 
bring a more than commensurate increase in output, and it is now 
generally accepted that it is the responsibility of the Government to 
see that such an expansion is made, but it is by no means generally 
accepted that it is the duty of a government to pursue a policy of 
inflation, even if it could be shown that this is the only way of achiev- 
ing maximum output. 
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It is sometimes suggested that a slightly rising price level provides 
the greatest incentive to business men to undertake risky investment, 
since it gives the best hope of a reasonable return on capital, but it 
would be difficult to prove that one rate of price rise is more likely 
to induce the optimum rate of growth than another. Those economists 
who hold that inflation is, on balance, a good thing, in my opinion 
underestimate the extent to which excess demand has an adverse 
effect on economic growth. They tend to ignore the maldistribution 
of resources which is caused by a persistent state of excess demand, 
the inefficiency which is encouraged by continuously soft selling con- 
ditions. A large and sudden rise in the cost of borrowing, or in the 
level of taxation may well check industrial expansion, but once an 
inflation is brought under control there is no reason why these measures 
should be carried to the point of bringing about severe unemploy- 
ment and a catastrophic fall in output. The essence of sound economic 
policy lies in the finesse with which the instruments of control are 
used. It is not a criticism of the controls if they are handled clumsily 
so that a far greater amount of compensating action has to be applied 
than is ideally desirable. It barely needs saying that a policy of 
deliberately maintaining an inflationary level of demand would be 
an extremely dangerous one for a country as dependent on inter- 
national trade as Britain. 

Although the general objective of economic policy should be to 
achieve full employment, a high rate of economic growth and stable 
prices, it is in the nature of things that it might not be possible to 
attain each of these aims to the fullest extent all the time. 

Mr. Flanders is acutely aware of the strength of the argument 
that a centralized wages policy is an impracticable proposition in 
Britain and his suggestion of a ‘master agreement’ is designed to get 
round that objection. To ensure, however, that the trade unions and 
employers’ organisations have the power to enforce their agreements 
on recalcitrant workers and employers, the ‘ voluntary’ master agrce- 
ment should, if necessary, be backed by ‘compulsory arbitration, 
perhaps in a more stringent form than it exists at present, to deal 
with wage disputes at industry or lower levels ’. 

It is difficult to believe that British unions or employers would 
accept a more stringent policy of arbitration than they have ever been 
willing to accept before. Mr. Flanders provides no evidence for his 
assumption that the public interest will be better protected than has 
been the case hitherto, by largely increasing the power of the central 
trade union and employers’ organisations in the manner that he 
suggests. That there is, in fact, no guarantee that inflation will be 
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the more easily avoided by a centralized wage policy, is clearly 
shown by the experience of Holland and Sweden, cited by Mr. John- 
ston. In spite of the adoption of national wage policies these countries 
have experienced as much inflation as Britain and they have been 
compelled to resort to the economic policies which the British advo- 
cates of a centralised system of wage determination are so desper- 
ately anxious to avoid. Experience elsewhere is not likely, however, 
to change the mind of those who believe that administrative centralism 
and the imposition of a set of so-called ‘ objective’ criteria is desir- 
able for its own sake. 

It should, however, be borne in mind that there are alternatives 
to administrative centralism which in my opinion provide a more 
hopeful and attractive approach to a solution to the problem. The 
essence of such a policy is to be found in the analysis of, and the 
practical wisdom of, the changes in wage bargaining structure sug- 
gested by Mr. Robertson. 

B. C. ROBERTS 


WAGES AND DEMAND 


I aM in agreement with much of the analysis which Mr. Parkinson 
presents. The only point on which I differ substantially from him is 
one relating to his interpretation of the effect of demand on wages. 
He is no doubt correct in saying that over the whole of the period 
since 1948 the high level of demand comes to the fore as a basic 
underlying cause of wage increases. To say that, however, does not 
reveal the whole of the problem. We are faced with a difference 
between the conditions of equilibrium in two great groups of markets 
in the economy, namely the markets for finished goods and the markets 
for labour. There is a fairly clearly defined level of real demand for 
finished goods which will maintain output of them at a level which 
can be said to correspond to full employment (vague though that 
phrase is in view of the possibilities of varying working hours). Un- 
fortunately, however, this level of demand for finished goods seems to 
imply a level of demand for labour which with our existing institutions 
is not consistent with equilbrium ; it produces rather the upward creep 
of wage rates with which we are familiar. This creep is stimulated 
by the existence of rising primary product prices and is (though in 
a very much smaller degree) inhibited when such prices fall—hence 
it appears to be stimulated in the long run if primary product prices 
fluctuate about a constant level, though since this mechanism of wage 
inflation exists in many countries the increase of demand which it 
engenders tends to pull the world level of primary product prices up 
in the long run also. We have also seen that the level of demand 
corresponding to full employment can go with wage inflation even in 
the temporary absence of stimulus from primary prices, though in 
the recent manifestation of this there may, as Mr. Parkinson observes, 
be a political element. 

The question is whether the level of demand in the factor markets, 
especially the labour markets, which is consistent with price stability 
there, is near to or far below the level which corresponds to something 
which can be called full employment. Mr. Parkinson seems to me to 
arrive at an unduly optimistic conclusion on this point. It does not 
seem probable in the light of inter-war experience or of the general 
body of experience here and abroad since the war (though much of | 
this is of doubtful relevance) that a general level of unemployment 
of 3 per cent. would be consistent with wage-cost stability unless there 
were also a very considerable change in the wage-fixing mechanism. 
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The social and other effects of an average United Kingdom 
unemployment rate of even 3 per cent. with some regional rates very 
considerably higher might not be as mild as experience of 3 per cent. 
in One region at first sight suggests. Nevertheless, it might seem reason- 
able to aim at 3 per cent. if that would solve the problem of creeping 
inflation. If, however, as I suspect, it would take something more like 
6 per cent. to do this, our wage-fixing mechanism being what it is, 
then the case for seeking to modify that mechanism in the ways which 
Messrs. Robertson, Flanders and Johnston discuss, becomes immensely 
strong. 

A. J. BROWN 


University of Leeds 
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WAGES POLICY : A COMMENT 


THE notion of a wages policy is ambiguous. To be made precise it 
must be related to a type of situation and the assumptions on which 
the policy is based should be made clear. Much of the discussion 
which has taken place in recent years has accepted the position that 
full employment, at least in the Beveridge and also in the popular 
sense, carries with it the possibility of wage-induced inflation and the 
advocates of a national wage policy have for the most part pre- 
supposed that, however complex may be the causes of our recent 
inflationary experiences, some part of that inflation has been the 
results of wage movements. | 

In the foregoing articles two proposals are made to deal with this 
type of situation. The first would revise the character of wage-fixing 
procedures so that national settlements dealt only with minimum 
wages and conditions of employment leaving the determination of 
actual wages and conditions to local or individual bargaining. In my 
view, this suggestion overestimates both the willingness of the principal 
parties to accept the change unless obliged for tactical reasons to do so, 
and the difference which the change would make if it were accepted. 
Changes in wage-fixing procedures, as a rule, are only significant 
within a limited range. And I find it difficult to believe that in the 
processes of bargaining and negotiation the distinction between national 
and jocal considerations would be maintained in the simple manner 
proposed by Mr. Robertson. 

The second proposal would introduce a new type of centralized 
wage-planning. This, in some form or other, has been suggested by 
Lord Beveridge, by Professor Kahn and by Mr. Flanders. But it finds 
little support among any of the parties which are normally engaged 
in wage negotiations and it has no relevance to the problems which 
have arisen or which are likely to arise in the foreseeable future. I 
find it odd that the advocates of centralized wage-fixing do not face 
up to the situation which would arise if the tripartite discussions 
between government and the two sides of industry failed to reach 
agreement. Mr. Flanders tells us that central bargaining would 
remain voluntary and that failure to agree would be followed by a 
reversion to present practice. Arbitration is apparently ruled out. — 
I can find no reason to endorse Mr. Flanders’ confidence that the 
proposal, if accepted, ‘would make it more difficult for all parties to 
evade their social responsibilities ’. 
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There are three features of the existing structure of industrial 
relations which should not escape notice in any discussion on policy. 
The first is the strong conservatism which is evident in all the parties 
concerned and which, with one or two exceptions, is now probably 
even more pronounced on the trade union side of industry than among 
employers. The second is that both trade unions and employers’ 
associations represent interests which are primarily sectional. This is 
not said in criticism. It is their first function to look after the interests 
of their members. Their officers or leaders seldom possess the knowledge 
—and many do not even claim the interest—which would enable them 
to speak with authority on the wider issues which bear upon the 
economy as a whole. And the third is the great reluctance both among 
trade unions and employers’ associations to surrender their autonomies 
and transfer any effective responsibility in negotiations to the T.U.C. 
or the B.E.C. 


It is rather strange that so little attention should be given in these 
articles to monetary and financial policy and its bearing upon wages 
policy. We are frequently told that it is important to enlist the support 
of the unions in working out a wages policy which would replace 
present practice. But what price is it legitimate to pay for this support? 
Mr. Flanders would have a tripartite master agreement to which the 
Government, the T.U.C. and the B.E.C. would be parties and this 
master agreement would be ‘ an agreement to recommend’ any general 
wage movement. He tells us also that ‘the appropriate time for such 
central negotiations would be immediately after the Budget, because 
of its strategic significance as the main instrument of economic plan- 
ning’. He also tells us that ‘in framing the Budget the Government 
would have to reckon with its probable effect on the subsequent wage 
negotiations’. But does this mean that the T.U.C. would simply accept 
the Budget as one of the facts of the economic situation and participate 
in the negotiations on the master agreement on that basis, even when 
it is in disagreement with the Government on matters of monetary and 
financial policy? Suppose there is general agreement on the desirability 
of terminating a process of inflation but profound disagreement on 
the methods to be adopted for this purpose. Is it to be thought that 
tripartite discussions to reach a master agreement would have much 
chance of success? 

The responsibility for monetary and financial policy must lie 
squarely upon the Government and cannot be shared with outside 
bodies. Mr. Flanders recognises this when he says that Government 
“would be free to shape its economic policy according to its own 
interpretation of the public interest’ though he adds that “it would 


or 
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have to do so realistically in the knowledge that the reactions of the 
trade unions and employers would find effective expression when the 
pace of the wage movement was being determined’. Does this imply 
any departure from present practice? If it does not, I think it would 
be well if the point were made specifically. If it does, the nature of 
the departure should be clearly stated and its implications examined. 

It is a constant disappointment to me that the advocates of central 
planning on wages, whether by means of a master agreement or in 
some other way, assume too readily that a tripartite agreement would 
be reached without undue difficulty and fail completely to examine 
with care and understanding the much more probable situation in 
which agreement was not reached. 


D. T. Jack 


University of Durham, 
Newcastle-upon-T yne 


WAGES AND PRICES 


ROBERTSON and Flanders think that we need to modify our wage- 
determining machinery in order to avoid an appreciable inflationary 
trend in prices, and Johnston’s tour shows us various alternative possi- 
bilities in addition to those suggested by the first two writers. 
Parkinson, in very good company, puts the major part of the blame 
for rising wages, costs and prices on the high level of demand. The 
three writers taking a positive line—Parkinson, Robertson and Flanders 
largely content themselves with discussions of method rather than 
of ends. Robertson and Flanders, in particular, spend most of their 
papers discussing how to fix wages and do not give us much guidance 
about the principles on which wages should be fixed or the ends that 
we should try to achieve when fixing wages. 

To know what wages have to be fixed, we have to know about 
many other things. We should know what is intended for prices, 
production and employment, and for the distribution of income. It 
is easy enough to agree about goals for production and employment 
—at least in aggregate—but policies for prices and income distribution 
are much more difficult. Has the primary distribution of income to 
be left to the impersonal forces of market competition, then to be 
modified by taxation and public expenditure to produce a satisfactory 
secondary distribution? Or has there to be intervention from the start? 
We do not obtain very much guidance about income distribution 
from the authors; it is probably far too difficult a subject for mere 
economists. 

The question of the policy for prices is much more congenial. In 
recent years we have been so concerned with the problem of halting 
inflation that there has been little discussion of how we would like 
prices to behave. Here again we do not obtain very much help from 
the authors: they appear to have felt little need to go beyond the 
immediate task of stopping inflation. Parkinson does mention the 
problem briefly but he goes no farther than to say that it cannot be 
too readily accepted that the natural course of prices is inevitably 
upwards. Robertson does not refer explicitly to the relative merits 
of rising or falling prices but he appears to be seeking a goal of price 
stabilisation. Flanders goes beyond price stabilisation ; he appears to 
favour rising prices, provided that we avoid ‘too much inflation’. We 
have therefore what could be held to be three slightly different views. 
How should we like the value of money to behave? 


11* 165 


166 A. D. CAMPBELL 


I imagine that, until recently, most economists tended to support 
the idea of a gently-rising price-level. They favoured this policy, 
rather than one of stable prices, for reasons of expediency. The 
argument for the stimulus of gently-rising prices was put in the 
following terms by Sir Dennis Robertson in his book on Money 
(p. 140): ‘So long as the control of production is in the hands of a 
minority, rewarded by means of a fluctuating profit, it is not impossible 
that a gently-rising price-level will in fact produce the best attainable 
results . . . for the community as a whole. And it is possible that a 
price-level continually falling, even for the best of reasons, would 
prove deficient in those stimuli upon which modern society . . . has 
chiefly relied for keeping its members in full employment and getting 
its work done.’ Have the control of production, the role of profit 
and the nature of society changed so much in the last thirty years 
or so, that we should now adopt the opposite policy of gradually- 
declining prices? This was the policy recommended by the Cohen 
Council in their First Report. Would it in fact produce the best attain- 
able results? 

The recommendation of the Cohen Council was that, apart from 
special cases, ‘the general level of prices should actually decline 
gradually as productivity increases’ (p. 52). It is interesting to turn 
to the Council’s elaboration of this recommendation of a gently-falling 
price-level. ‘There has always been a respectable body of economic 
opinion favouring this point of view though until quite recently it 
might have seemed to us rather unrealistic even to mention the fact. 
But during the last few weeks (my italics) we have been impressed 
by the apparently widespread revival of interest in the idea of falling 
prices...’ Surely the recommendation of this policy is a counsel of 
expedience, prompted by over-compensation. For the long period 
there is still much to be said for a gently-rising price-level, and I 
think that the objective of a gently-falling price-level has only doubtful 
merits, even as a proposal made during a period of dangerous inflation. 
If policy can precisely adjust the economy to gently-falling prices, it 
should, with similar ease or difficulty, be able to adjust it precisely 
to gently-rising prices. If one is practical politics so is the other, and 
it would surely be much better to pick the policy that offered the 
best prospects for production and employment. If we can master 
monetary demand to secure the achievement of the policy of gently- 
falling prices, surely we can master it to secure the achievement of the 
policy of gently-rising prices. Moreover, though a policy of gently- 
falling prices might be consistent with a policy of stabilising the 
general level of money incomes per head, it does not mean a wage 
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freeze. Relative wages will still be changing ; there will still be claims 
for rises in money wages. The keystone of the Cohen Council’s arch 
is not a wage-freeze ; it is the control of total monetary demand. But 
if monetary demand can be controlled successfully, there is much to 
be said for gently-rising, instead of gently-falling, prices. From the 
point of view of monetary demand there seems to be no special merit 
in having one rather than the other. 

It is partly because they have doubts about the success with which 
monetary demand can be mastered that Robertson and Flanders make 
their proposals for new schemes of wage settlement. Robertson tells 
us that fiscal and monetary policies do not offer a permanent remedy 
for the problems of wage-induced inflation. (This may be so, but he 
is surely wrong in suggesting (p. 108) that they must necessarily work 
through output restriction.) Flanders states that the policy of ‘not 
financing inflation ’ depends for its success on how far the Government 
is prepared to go, and on the effect of growing unemployment on the 
trade unions’ readiness to strike (p. 120). My opinion is that, while 
the new schemes proposed by Robertson and Flanders, or variants of 
them, might be of considerable help, it is as well to realise that mone- 
tary demand is a still more important factor. And behind monetary 
demand there lies the thorny problem of the socially-acceptable 
distribution of income. 
A. D. CAMPBELL 


Queen's College, 
St. Andrews 


THE INADEQUACY OF RECENT WAGE THEORISING’ 


TuIs discussion seems concerned primarily with the relation of wage- 
policy to inflation. Now the merit of an expert’s policy-recommenda- 
tion depends on his superior understanding of causal connections. 
He knows (and you don’t), that A is caused by B, so that if you 
do C to it, D will follow. But Mr. Robertson assumes ‘ without 
discussion’ that our inflation has been ‘ wage-induced’. His col- 
league, Mr. Parkinson, seems equally clear that inflation’s main cause 
is ‘excess demand’. And to Mr. Flanders‘... the problem .. . can 
be expressed as the absence of institutional restraints on all types 
of wage-competition’ (i.e. economic, social and institutional). The 
confusion is all too familiar. The question, in fact, becomes one of 
valid theory. Without that, any proposal embodies preference rather 
than prescription. 

One might doubt whether labour factors, whether on the supply 
or demand side, play a central rdéle in inflation at all. For instance, 
Mr. H. P. Minsky has recently made a very interesting theoretical 
analysis of certain connections between growth, employment and 
prices.” Practically, its implications seem to be that, given current 
monetary institutions and attitudes to money, the investment required 
to maintain a steady growth is likely also to involve an expansion of 
the money supply exceeding the resultant output yield, so prices rise 
automatically. But if you try to stop this by monetary restriction 
you either fail because the growth of output is similarly reduced, 
or you actually set off a recessionary ‘downturn’. Mr. Minsky’s 
model, though originally abstract, would fit so well the Western 
economy’s recent history that it now conveys a disquieting realism.* 


1[This contribution by Mr. H. A. Turner arrived at the last moment and 
there was no opportunity to discuss amendments to it before publication. 
Some of Mr. Turner’s comments invite a rejoinder either on matters of fact 
or because he appears to do less than justice to the contributions under discussion. 
I was neither able nor willing to permit rejoinders; but I did see some 
advantage to the reader in resolving any unnecessary disagreements on matters 
of fact. I therefore allowed one footnote each to the three authors under 
criticism, so that they could accept or reject correction on points of fact, 
without at the same time defending themselves on other matters.—Ed.] 

2* Monetary Systems and the Price Level’, American Economic Review, 
Vol. XLVII, No. 6, 1957. 

3Jt also seems to accord with the empirical analysis of C. F. Roos 
(‘Dynamics of Economic Growth: The American Economy 1957-75’, Econo- 
metric Institute, 1957—particularly pp. 89-91) and with his comment on the 
consequences of the Federal Reserve attempt to suppress ‘ wage-inflation’ by 
credit restriction. 
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In its context, wage-policy seems relevant only insofar as it might 
help to minimise the investment requirements of steady growth— 
in effect, by expanding the labour force and its productivity.‘ 


But in any case, the relation between wage and price movements 
is only one issue in an interrelated complex. What determines wages, 
anyway? One can hardly pick up any modern contribution to the 
subject which is not introduced in some such way as: ‘ The unsatis- 
factory state of this branch of economics is an open secret’.5 And no 
early analytical agreement seems in sight. Meanwhile, it is not 
surprising that ‘theoretical support can apparently be mustered for 
almost any opinion or even emotion.® 


The only obvious way to reduce this confusion is by a patient 
factual study, and by logical reasoning from evidence. But in the 
discussion of wage-problems, at least, logical hiatus seems almost 
an endemic disease. For instance, Mr. Robertson insists that the 
major contributant to his ‘ wage-induced’ inflation is ‘the indepen- 
dence of national negotiations from direct economic pressure’. But 
he also asserts that ‘the second most important destroyer of wage 
stability is the rates/earnings gap’ (which he supposes to represent 
largely additions to ‘ national’ wage-rates by individual employers) 
because it provokes wage demands on comparative grounds. He 
therefore proposes to kill both these birds with the same stone—by 
abolishing national negotiations (except for a sort of legalised 
‘ fall-back ’ rate) and leaving actual wage rates to local or workplace 
bargaining alone. 

Now, on Mr. Robertson’s argument, this ‘ rates/earnings gap’ is 
always positive. But his argument equally implies that the national- 
rate system must be keeping some wages down, because if all workers 
could get adjustments at the workplace, the ‘gap’ would give them 
no grounds for wage demands. So the system of national negotiations 
is not inflating but restraining wages. This would not be so only if 
‘earnings’ were trying to fall below ‘rates’—as one supposes (from 
Mr. Robertson’s argument again) might follow if the wage-increases 
pushed through national negotiations were no longer supportable by 
employers’ demand for labour. Mr. Robertson’s policy of dispersing 
our national negotiation procedures, in fact, only seems sense if it 
is associated with Mr. Parkinson’s proposed increase in unemploy- 


4 The Minsky solution to inflation would be a novel fiscal management : 
and here it seems linkable to that of Mr. Bent Hansen (‘Fiscal Policy and 
Wage Policy’, International Economic Papers No. 1, 1951) in a way which 
would reduce the latter’s apparent social disadvantages. 

5 From M. Bronfenbrenner’s ‘Contribution to the Aggregative Theory of 
Wages’, Journal of Political Economy, Vol. LXIV, No. 6, 1956. 
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ment.° Indeed, the two proposals would improve each other. But 
Mr. Robertson specifically rejects reduced employment as a check 
on inflation. Without it, however, his proposals would apparently 
intensify inflation, not reduce it. 

Mr. Parkinson, however, seems in no better case. He begins with 
a ‘Table I’ which appears to suggest that there is no discernible 
relation between the rate of wage advance and the level of unemploy- 
ment.’ But this does not deter him from his final assertion that “a 
policy of curbing wage increases by reducing excess demand will be 
more satisfactory, etc.’ In the fratricidal controversy between the 
Parkinson/Robertson proposals, their supporting evidences seem 
somehow to have been exchanged! 

But more important, perhaps, in such discussions as this, is the 
treatment of the evidence itself. This, of course, is horribly elaborate. 
But there really seem some sizeable institutional facts that the present 
contributants have neglected. Mr. Johnston, for instance, compares 
three European wage systems with that of the U.S.A. without mention- 
ing a major difference—arguably a key to the supposedly greater 
‘flexibility’ of the American system—that most American workers 
are not covered by any effective and collective wage regulation at all. 
Mr. Robertson asks the British Government to give ‘ institutional 
form’ to his proposal to convert our system of industry-wide bargain- 
ing into one of ‘minimum negotiation’. But at least a quarter of 
British wage earners are already covered by legal wage boards, 
extensible on application and due inquiry; and the Industrial 
Disputes Order provides a general procedure whereby individual 
employers may be legally bound to observe collective agreements as 
minima. What else does Mr. Robertson want?® Or again, how does 
Mr. Flanders’ suggested centralisation of our present sectional wage 
negotiations really deal with the probable majority of British firms, 


® As it is, in fact, in Mr. B. C. Roberts’ suggestions in Lloyds’ Bank Review, 
April, 1957. 

7 At least, that is what any systematic examination of the evidence would 
conclude: ‘ The over-all data . . .’, says a very thorough E.C.E. Survey which 
has just appeared (Economic Survey of Europe in 1957, United Nations, 
Geneva, 1958), ‘. . . do not permit any generalisations about the movement 
of industrial wages in relation to industrial employment in individual coun- 
tries . . . Moreover, the rise in wages has generally borne little relationship 
to the relative tightness of the labour market’. 

*{(a) The Wages Council procedure only applies in the special case of 
an industry in which there is no adequate collective bargaining; I was 
concerned primarily with changes in the machinery of collective bargaining. 

(b) The Industrial Disputes Order only operates in special and frequently 
specific circumstances ; it involves the application of compulsion by the state 
once a dispute has been declared to exist and has failed to find settlement 
by other means. It is therefore irrelevant to a consideration of the normal 
machinery of collective bargaining.—D. J. R.] 
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who are not members of employers’ associations, but who pay 
(perhaps) a third of all wages and salaries? 

Most of the evidence in a discussion of wage theory and policy, 
however, must consist in various public statistics. Now these have 
grave limitations, which are at least worthy of respect. I doubt 
whether any brief comment can rescue the statistical concepts of 
“rates” and ‘ earnings’ from the confusion in which such discussions 
as this tend to plunge them. But take something simpler. Mr. 
Johnston, for instance, concludes his statistical comparisons to suggest 
that the workers do less well out of a centralised ‘ National Wages 
Policy’. And his Table I does show a fall in Dutch real wages over 
1956-57 that makes one want to look more closely. His price index 
is taken from O.E.E.C., which for Holland uses a rather curious 
index, adjusted over 1956-57 to include certain direct taxes and social 
insurance contributions. So his price increase is partly a statistical 
illusion. The normal ‘ cost-of-living’ index (which O.E.E.C. uses in 
other cases) shows a rise to 117 (1953 = 100) not 124.° It thus 
appears that Dutch real wages did not fall in 1957 but rose substan- 
tially. If one amends Mr. Johnston’s Table I his final comparison of 
real wages reads: 


Netherlands Sweden U.S.A. Britain 
Index of real wages 
in 3rd Quarter, 1957. 124 112 110 115 
(1953 = 100) 


which knocks quite a hole in his conclusions. 

With his Table II, Mr. Johnston goes on to suggest that Dutch 
workers have also increased their share of national income least— 
despite the fact that ‘this is a rough and complex indicator, subject 
to many qualifications.’ It certainly is. For Holland, Sweden and 
Britain, his figures are taken from Table I of an E.C.E. report,’ 
where they represented only the raw material of a pretty thorough 
examination. Such data is much affected by changes, e.g. in the 


9 International Labour Review, Vol. LXXVII, No. 3, 1958, Statistical 
Supplement (I.L.O., Geneva). [All contributors were asked to use O.E.E.C. 
statistics in the interests of uniformity. The divergence noted by Mr. Turner 
appears only in 1957 and does not affect comparison of earlier years.—Ed.] 

10[The point here was that the Dutch figures for factor shares suggest that 
a central system of wage determination allows a trade union movement less 
freedom for trying to alter distributive shares to the advantage of labour than 
a less centralized system. Table 10 of the U.N. Report to which Mr. Turner 
refers gives figures for Sweden of 0-73 (1938) and 0-75 (1950), and for the 
Netherlands 0-72 (1938), 0:75 (1948), 0:72 (1950), and 0:70 (1953). It did not 
seem that such fragmentary data permit the ‘close comparison’ suggested 
by Mr. Turner.—T. L. J.] , : 

11 Economic Survey of Europe in 1956, Ch. VIII (United Nations, Geneva, 
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proportion of workers to peasants, which E.C.E. attempted to elimin- 
ate. If Mr. Johnston had got as far as E.C.E’s Table 10, he would 
have found that the data permit only the following close comparison : 


Netherlands Sweden 

Employees’ proportion of national 1938 0:72 0-75 
income related to proportion of 

employees (i.e. % of %). 1950 0:72 0°73 


There is not much evidence left, but what there is-does not suggest 
that the Dutch workers have done significantly worse than the Swedes 
(who, according to Mr. Johnston’s table, have done about as well 
as the British and better than the Americans’?). 

But turn again to Mr. Parkinson’s table, comparing wage-increases 
with unemployment. One column ranks twelve countries over 1950-56, 
according to their increase in ‘ hourly earnings or rates’: the known 
discrepancy of earnings and rates indices makes their jumbling-up in 
this way an extraordinary light-hearted proceeding. The other column 
is headed ‘ Percentage Unemployed’: in four of the twelve countries 
covered, he guesses at this because he says it is not officially avail- 
able: it certainly is for two.4* But this column in any case covers 
only 1956. Why? If he had taken the same period for unemployment 
as for wages, Germany, for instance (the closest to Britain in his 
wage-earning table), would have shown an average unemployment 
percentage of 74, not 4. This would certainly have been disturbing 
to his later surmise that ‘ unemployment of, say, 3 per cent. might 
effectively reduce the annual wage increases to manageable propor- 
tions’. And does this figure mean that the British official percentage 
of registered unemployment should rise 1 or 2 per cent.? Or only 
that the amount of work available should fall by that amount? The 
latter has happened twice or thrice since the war. To produce the 
former would demand a considerably greater fall in employment.'* 
Or take this—presumably conveying the estimated order of Mr. 
Parkinson’s ‘excess demand’ for labour: ‘There can be no doubt 
that up to half-a-million additional workers could have been taken 
on. The only attachable reference here is to the notified British 
employment vacancies. These have not risen to 500,000 since 1948, 

12Tn fact, of course, the comparability of wage, price and distribution 
statistics is so limited that the only justifiable conclusion is that wage-earners 
almost everywhere have been increasing their real wages not too dissimilarly 
and, anyway, pretty fast. However, since this has occurred despite a multiplicity 


of attempts to ‘restrain’ them, it seems to this commentator quite an encourag- 
ing result. ‘ 


13 Netherlands and Italy. (See International Labour Review, Statistical 
Supplement, op. cit.) Moreover, that for a third, France, can easily be cal- 
culated—some 0-7 per cent. in 1956. 


14 See ‘ Measuring Unemployment, Journal of the Royal Statistical Society: 
Series A, Vol. 118, Part I, 1955. siege tel 
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nor have they fallen below 200,000 even with twice that number regis- 
tered as unemployed. Mr. Parkinson’s figure would represent an 
overall labour shortage of ‘ up to’ some 2} per cent. A careful recent 
Study'® estimates the demand for labour between 1947 and 1956, 
so far as the vacancy and unemployment figures reveal it, as varying 
between 0:8 per cent. ‘excess’ and 0:3 per cent. ‘ deficiency ’."* 

Maybe such things indicate only a Scottish cultural pheno- 
menon—a reaction from over-strict national traditions of canny 
accountancy towards a gay statistical abandonment? But in_ its 
information and reasoning, the level of this discussion is by no means 
inferior to other recent expert controversies on the wage-question. 
A non-expert reader might fairly conclude from it, however, that in 
this matter, expert opinion is as much emotive as scientific. 

On that level, this writer’s opinion, for what it is worth, may be 
set out: 

He is by no means convinced that price-inflation is now separable 
from expanding output, high employment and a relatively egalitarian 
income-distribution. If it is not, he prefers to tolerate it. Insofar 
as inflation is intolerable, national approximations to all the policies 
here advocated exist: they have had no conclusive effect on the 
general pace of wage increases. The British rate of wage-advance 
seems only similar to that of such countries. But the British growth 
of output has been very markedly less’’ than that of other countries. 
To this situation, such policies as those here argued are not obviously 
relevant. 

The contrasting wage-reforms suggested seem, in fact, wage- 
variants of a familiar ideological choice. An economy with freer 

15J. C. R. Dow and L. A. Dicks-Mireaux, “The Excess Demand for 
Labour: A Study of Conditions in Great Britain, 1946-1956’, Oxford Economic 
Papers, Vol. 10, No. 1, 1958. : : 

16 [Jt is less misleading to describe unemployment in Italy as ‘high’ than 
to prescribe a specific figure to represent its incidence. The percentage of 
unemployment for Italy given in the Jnternational Labour Review Supplement 
appears to take no account of concealed unemployment, which was said in 
1951 to be of the same order of magnitude as registered unemployment 
(O.E.E.C. Report on Financial Stability and the Fight against Inflation, p. 67). 
Some misgivings must also be felt about French figures of unemployment 
and about attempts to give precision to the degree of smallness of unemploy- 
ment in that country. My estimate for the Netherlands of 1 per cent. agrees 
exactly with that given in the Supplement to the March issue of the Inter- 
national Labour Review (subsequently revised in the April Supplement to 0-9 
per cent.). The conclusions which I draw from Table I are in essence no 
different from those reached in the E.C.E. Survey (see, for example, Ch. II, 
p. 16) to which Mr. Turner refers.—J. R. P.] 

17See Economic Survey of Europe in 1957 (United Nations, Geneva, 
1958). Ch. 11, Table 1, shows that of 17 European countries, only the 
national product of Yugoslavia and Ireland rose less than Britain’s from 
1949 to 1953, and only that of Turkey, Denmark and Ireland rose less from 


1953 to 1957. Over the whole period 1949-1957, the British rate of growth 
was about half the European average. 


174 H. A. TURNER 


competition (or ‘ flexibility ’) governed only—or primarily—by general 
monetary-fiscal restraints? Or one subject to more social planning? 
In British political terms the Parkinson-Robertson approach (suppos- 
ing they can persuade themselves to an alliance) might almost be 
described as ‘conservative’, against the ‘socialist’ approach of Mr. 
Flanders. It is at least interesting that Mr. Robertson’s proposals 
rely mainly on action by employers, those of age Flanders on the 
co-operation of the unions. 

Insofar as a choice between these approaches to wage-problems 
is required, this writer prefers Mr. Flanders’ (though he favours a 
more piecemeal and roundabout attack,’* and suspects any develop- 
ment will follow less formal, more experimental lines than Mr. 
Flanders envisages*®). But he prefers also not to delude himself that 
his choice (any more than the opposite) is confirmed by indisputable 
evidence or scientific law. He just feels that way—not least, because 
the alternative seems to involve (on its supporters’ own argument) 
some increase in unemployment. And he has a reluctance to recom- 
mend that for people more likely to be included in the unemployed 
percentage than himself. 

H. A. TURNER 


University of Manchester 


18 Tf anyone is interested, see Wage Policy Abroad: And Conclusions for 
Britain (Fabian Research Series). 

19 See, as a very possible next step, the suggestions of the present T.U.C. 
Economic Committee Chairman, Mr. Alan Birch: ‘Through a _ Trade 
Unionist’s Eyes’. (The Times, 31st January, 1958). 
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THOSE economists who have favoured the ‘cost push’ explanation 
of inflation have been much readier to diagnose the problem than 
to suggest a cure. Those who believe that inflation is due to excess 
demand have the remedy already stated—Disinflate. But what can 
the cost-inflationist say? 

To explain inflation as an effect of pressure exerted by trade 
unions or similar bodies is to argue that inflation is more a political 
than an economic problem. We are accustomed to thinking of inflation 
aS an economic phenomenon: and an economist has to overcome an 
inner resistance before proposing political rather than economic 
solutions. But this hesitation is irrational. The underlying argument 
of the present note is that if it is true that inflation owes its origin 
to certain features in the present balance of power, then its solution 
can only be sought along political lines. 

One consequence of the belief that inflation is a political problem 
is, paradoxically, that it is possible to believe that something like 
the Council on Prices, Productivity and Incomes could play a useful 
rdle.1 Opinion on most matters connected with inflation being very 
divided, there is no point in arguing the nuances, and this note is 
intentionally brief. 

I 

The present division of opinion is at two levels. First, there are 
differences of view about how price inflation works. Second, even 
among those who make the same diagnosis, there may be even wider 
differences of view about how to cure it. The second question extends 
well beyond economic matters and involves questions of political 
strategy. Even if one hopes people can agree on economic questions, 
they will certainly evaluate political possibilities differently. All chess 
players agree on the rules, but there are many different ways of 
winning the game. What follows then is very much a matter of 
judgement. The fundamental division in the diagnosis of the problem 
may be put very shortly. Some people believe that the rise of prices 
and of wages is entirely due to too much demand. They argue that 


1 This note was originally written for submission to the Council on Prices, 
Productivity and Incomes, and may still have interest. My approach seems 
to me to have something in common with that of Mr. Robertson in the 
preceding note. But the approach by Mr. Flanders is certainly an alternative 
route to a solution, and Mr. Flanders seems to me to make an impressive 
case for it. 
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if demand is too high, employers will bid up wages; and nothing 
will stop them doing so. If trade unions agree on nationally agreed 
rates which are too low, employers will pay more at the factory level. 
Moreover, negotiated rates themselves will be influenced by demand 
conditions. In either case the attitude of trade unions is not a 
material factor: wages are determined by demand. 


The other school of thought would argue that under modern 
conditions trade unions have it in their power to force up wages. The 
increase in wages is an increase in costs, which will force up prices. 
The increase in wages is at the same time an increase in incomes, SO 
enabling people to pay the higher prices. All things move up 
together ; and trade unions by leaning on it can push up the whole 
complex. 


A view has to be taken on this question, or nothing further can 
usefully be said. My view is that it does matter what trade unions do. 

This view does not necessarily imply that the level of demand 
has no effect on the rate at which wages (and hence prices) increase. 
Very briefly, I think it is true that: 


(i) Trade unions can cause wages to rise even when there is no 
‘excess’ demand (i.e. when demand is no more than enough 
to take up all the products the economy is capable of turning 
out). 

(ii) If demand is higher than this ‘ full employment’ point, wages 
will probably rise more quickly : and if it is lower they will 
probably rise more slowly. But this is not a fundamental 
law of nature, nor a very firm one. 

(ii1) /f it were possible to stop wages rising by means of reducing 
demand (which is not certain), demand would probably have 
to be reduced a lot. This would entail considerable unemploy- 
ment; and is therefore to be avoided if any other way can 
be found. 


For this reason I believe the problem is not the narrow sort of 
economic problem where one takes existing attitudes for granted 
and operates upon them (e.g. taxing something to reduce consump- 
tion). The problem of inflation seems to me practically insoluble 
unless present attitudes are changed. Effectively to change attitudes 
is clearly a very large task. But it seems to me possible because in a 
sense it is necessary. Prolonged inflation is something people do not. 
like. But it is a human not a natural phenomenon. It can therefore 
be stopped if people want it to be. In the end it will, I believe, come 
to seem so irksome that ways will be found to stop it. 
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II 

The basic change of attitude required is that people should 
recognise beyond all doubt how their actions cause inflation to con- 
tinue. At the moment the emphasis is placed on money wages (or 
salaries, etc.). A trade union claims x per cent. increase in money 
wages. Others do likewise. Prices therefore go up y per cent. The 
final result is that real wages go up only x-y per cent. This result 
was not consciously intended, though it was a predictable consequence 
of the decisions couched in terms of money changes. What is needed 
is that everyone should all the time be fully aware of these con- 
sequences, so that they colour all comment on wage negotiations in 
the press and in ordinary conversation. 

In my view if the Council did no more than foster such awareness, 
it would have performed a major service. There are many ways in 
which this might be done, and the reports the Council is asked to 
produce provide a natural vehicle. These might, for instance, include 
forecasts of prices based on assumptions about wage increases, thus 
focusing public attention upon the precise interconnection. It is worth 
striving after such a change in awareness even if it takes many years 
to bring about. 

An effective change of attitude implies a change in behaviour. 
People already half-realize the problem, but do not see the way to 
doing anything about it. To crystallize a change in attitude it must 
take concrete form. It would therefore be useful to ventilate various 
changes in organization and political machinery which would help 
to meet the problem. People will disagree about the possibilities 
here. Though politics is the art of the possible, the limits of the 
possible are difficult to define. 

Much of the trouble arises at present because the trade union 
movement does not act as an entity. The aggregate result of decisions 
taken separately is that prices rise. No one fully intends this. It can 
only be stopped if there are opportunities for collective decision in 
the light of the collective consequences of separate wage claims. One 
possible arrangement would be that all wage claims should be 
formulated at the same date each year, and that there should be an 
annual conference to discuss them. It might be hoped that a collective 
opinion would then be established which would exert some check 
upon individual unions bidding for unusually large wage claims: for 
it should become clear that the real issue is the distribution of real 
wage increases, and that more for some meant less for others. 

It might also be useful if employers were organized on a national 
basis, and met to discuss wage questions with the T.U.C. This would 


12 


178 J. C. R. DOW 


have several advantages. It would force the trade union movement 
to become more centralized. The countervailing pressure of employers 
would, too, be available to check the claims of extremist unions. 
Furthermore it would provide a constitutional means by which the 
trade union leaders could continue to exercise their function of 
safeguarding the interests of the workers. 


Employers should, I believe, be concerned not. only with wages 
but equally concerned with prices. If wages are to go up less quickly, 
the benefits of increased productivity can be passed on only by prices 
rising less quickly. In quite a few cases this will mean that if wages 
were more nearly stable prices should fall. Producers have often not 
been noticeably quick to cut prices; and they should be willing to 
reassure the Labour Movement that wherever it was justified, prices 
would in fact be cut. This might be expected to remove much of the 
pressure for wage increases. 


The problem of inflation may well have an important connection 
with what may rather generally be called restrictive practices. There 
is probably a rather general reluctance to cut prices. In some cases 
where prices are not cut it might nevertheless be possible to cut 
them, in the sense that if they were cut the increase in sales would 
so reduce costs that the cut in prices justified itself. To increase 
aggregate sales, real purchasing power has to increase. At the 
moment incomes tend to rise while prices rise more or less slowly. 
If incomes did not rise, or not much, prices would have to fall in 
order to get the same increase in real incomes, and fully to exploit 
the benefits of technical progress. 


It should, I believe, therefore be part of Government policy to 
stress the public importance of price policy, and insist on its being 
taken seriously. Price reductions wherever possible necessarily imply 
profit restraint. This—not dividend restraint—is the justifiable 


counterpart (for which claims inevitably will be made) to acquiescence 
in a moderate rate of wage increase. 


There may be need for a wider understanding between employers, 
employees and Government, embracing, e.g., fiscal policy. The 
question is too complex to discuss shortly. Employers’ and employees’ 
organizations are not organized in a way that permits them to under- 
take hard and fast bargains. Nevertheless it might perhaps be sensible - 
to seek to maintain a measure of informal tripartite agreement on a 


limited field of public policy, e.g. subsidies, indirect taxes and any- 
thing affecting the price level. 
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The above suggestions necessarily deal cavalierly with a large 
range of most difficult questions. The fact that many of these 
questions, which a year ago only economists worried about, are now 


discussed in public, is, however, itself a hopeful sign. 
J.C. R. Dow 


National Institute of Economic and Social Research 
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